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Y | ‘\T is quite all right to carry a cane in 


* fair weather if you have the money 


to purchase an umbrella when it rains. 


Young men watch your Credit. Use it to 
advantage. Use it to build a reputation and 
remember its abuse destroys a good name, 


the most tangible asset you have. 


From the Bulletin of the Missouri Pacific R. R. 
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4,F you would know how expert Retail Credit 
Grantors handle their problems, increase sales 


| 
| 
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volume and hold losses to a minimum, get a 
copy of the proceedings and discussions of the Depart- 
ment and Women’s Wear Stores Group Conference 
of our 1928 Convention. 


A verbatim report of an all-day Conference of 
over two hundred and fifty of the country’s most 
efficient credit men and women, covering every angle 
of the credit and collection manager’s work. 


Bad Debt Losses Discounts Frauds 
Bankruptcy Limits Correspondence 
Bureau Service Inactive Accounts Declined Accounts 


Credit Office Costs Installment Accounts Cash and Credit Sales 


We have published this report in book form and 
it should be read by every member, and then passed 
on to his assistant. It is a text book of great value 
and the supply is limited. 


Price $2.00 per copy 


National Retail Credit Association 


606 Equitable, . Building 
St. ‘Louis, Mo, 
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His Credit Record Does 
Effect the Employee! 






Bao 
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We have before us the Bulletin of the Missouri Pacific Railroad dated July 
15th, 1928, and signed by A. D. Bell, Passenger Traffic Manager. 






On the cover of the Crepir WorLD we quote from the bulletin and hereon 
a few more paragraphs. 














“Do you pay your debts promptly? Yes, that is a very personal question, 
and the person who should be most interested is yourself.” 

“Living just above one’s income is a popular pastime now-a-days. That is, 
it is popular with a lot of people who should know better.” 


“Credit is a wonderful asset. It is elastic,—but even a rubber band can be 
stretched and re-stretched until it reaches the point of fatigue.” 


“TI like to see people have the nice things of life and enjoy them, but I do 
not like to see a man in debt for things that he cannot afford.” 


“The whole financial structure of the country is based on Credit,—but credit 
presupposes that a man will live within his income.” 


“The Railroad is known by the character of its men. It is much more satis- 
factory to be known as a live peach than a dead beat.” 


We compliment Mr. Bell and the management of the Missouri Pacific Rail- 
road Company. This is the kind of credit education logic which teaches the 
customers of the Retail Stores. It is sound doctrine and an echo of what our 
Association has preached for years. 


If the great corporations of the country employing thousands of men and 
women would follow the example ot the Missouri Pacific R. R. and preach the 
same gospel of the value of a good credit reputation, our tasks would be made 
easier and our citizenship more stable. 


AY Trrottreh 
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The Profit Vanishing Point 
In Accounts Receivable 


By E. GAMLEN, Secretary-Treasurer 
Frank Werner Co., San Francisco, Cal. 


An address delivered at the Sixteenth Annual Convention of the 
National Retail Credit Association,Kansas City, Mo., June 21, 1928. 


port at the Fourteenth Annual Convention 
held in Los Angeles in August, 1926, stated 
that as a result of his visits to approximately one hun- 
dred American cities he had come to the conclusion that 
the problem pressing itself upon the mind of the mer- 
chant for solution was: “How long could a merchant 
carry an account on his books at a profit?” Or, “What 
terms can a merchant give and still make money on 
his accounts receivable?” “Where is the point at 
which the profit ceases and the loss begins ?” 
Immediately on arriving home from the convention, 
I endeavored to work out a solution to this problem. 
So what I have to say to you today will, I trust, throw 
some light on the subject. 
It would be a somewhat difficult matter to explain 
the procedure of determining the profit vanishing 
point in Accounts Receivable so that every one could 


FE tort atthe Fe WATSON in his annual re- 


understand without giving examples or illustrations’ 


of the process; it has been deemed advisable therefore 
to have a number of charts made and which will be 
projected on the screen. In this manner the informa- 
tion will be conveyed to the brain much more quickly 
and accurately than it would without giving illustra- 
tions. 








We will start with Chart “A,” which is a simple 
form of Balance Sheet. 
CHart A—SimpLeE Form or BALANCE SHEET 
ASSETS: 
EN eee er ee eee eee $ 10,000.00 
Accounts Receivable 





‘aliatebin with 100,000.00 
PII. 65.0 +0dne0s eeeeeeeen 300,000.00 
DD «4 < vegavivsndaekaaeen 50,000.00 

$460,000.00 

LIABILITIES: 

Accounts Payable ........c000ss $100,000.00 

Se Es wedi vcenesegeivn’es 260,000.00 

DEE axchateeeeses $70,000.00 

Profit and Loss Acct. 30,000.00 100,000.00 
$460,000.00 


This chart is a simple form of balance sheet show- 
ing the condition of an imaginary business at the end 
of any particular period. Listed on the second line in 
the assets you will observe the Accounts Receivable 
are $100,000.00, and on the last line under the head 
of Liabilities it will be noticed that the business dur- 
ing the period just ended, has made a profit of 
$30,000.00. 

We must now determine what relation- 
ship this net profit of $30,000.00 has 
to Accounts Receivable listed above as 
$100,000.00. 


It is customary, as you know, when com- 
piling a balance sheet to make an allow- 
ance for. bad and doubtful accounts, and 
after that allowance has been made to list 
the balance of the Accounts Receivable in 
the balance sheet at their retail value. These 
balances just merely represent the debit 
side of the charge sales that remain un- 
paid at the end of the month or period. In 
other words, the net profit shown on the 
balance sheet includes the profit on these 
Accounts Receivable even though further 
expense must be incurred to collect the ac- 
counts. Some day conservative business 
men may want to change this custom. They 
will argue that it is safer and better busi- 
ness not to take the full profit on an ac- 
count until it has been liquidated, for mer- 





How long could a merchant carry an account on his books. 


Turn to page 4, please 
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The Profit Vanishing Point In Accounts Receivable. 


(Continued from page 3) 


chandise sold on credit has only filled half its 
function to business, and the rounded-out transac- 
tion is incomplete until the bill is paid; and why pay 
income tax on profit that has not been completely 
earned? But until the custom has been changed we 
must deal with it as it is. 

So that we may more clearly understand the rela- 
tionship of this net profit $30,000.00 to the Accounts 
Receivable of $100,000.00 on Chart “A,” now notice 
Chart “B.” 

Cuart B—Prorit aND Loss ACCOUNT 

Cash Sales $300,000.00 

Charge Sales 300,000.00 


Cost of Sales (deduct).. 


$210,000.00 
Expenses (deduct) 180,000.00 
Net Profit 
Net Profit on Cash Sales. $15,000.00 


Net Profit on Charges... 15,000.00 


$ 30,000.00 


30,000.00 





00,000.00 000,000.00 

For the sake of clearness the sales have been split 
into two divisions, showing that out of the total sales 
of $600,000.00 the cash sales contributed 50%, or 
$300,000.00, and the charge sales also contributed 
50%, or $300,000.00. 

You will observe that the cost of merchandise sold 
was 65% of the sales and the expenses 30%, thus 
leaving a net profit on sales of 5%, or $30,000.00. So 
on the average the charge sales have contributed 
$15,000.00 to the net profit, and the cash sales have 
contributed $15,000.00. But we saw on Chart “A” 
that $100,000.00 of the charge sales remained unpaid 
and were listed in the Balance Sheet as Accounts Re- 
ceivable. (Let us refer to Chart “A” again for a 
moment.) It is thus plainly seen that out of the net 
profit of $30,000.00 shown on this Balance Sheet, the 
unpaid Charges Sales—(Accounts Receivable, if you 
like )—have contributed $5,000.00; that is a sum equal 
to 5% on the $100,000.00 Accounts Receivable. 

Our problem therefore is to discover the point in 
the life of these accounts when the profit vanishes 
and the loss begins. 

We have ascertained two factors: First, the amount 
of the Accounts Receivable; second, the profit on 
those Accounts Receivable. The next factor that 
enters into the situation is the costs that eat away 
that profit, for immediately an account is placed on 
the books the relentless law of costs begins to consume 
or swallow up every vestige of profit and proceeds to 


pile up a loss, if it remains unpaid after the vanishing 
point has been reached. 


Wuat ARE Your Costs 

It is very important therefore to determine your 
costs. What does it cost to “get in the money” after 
the charge sale has been posted on the ledger ac- 
count? The expression “get in the money” is used 
instead of the word “collect” and covers more than is 
usually understood by the words “collect” or “col- 
lections.” 

It is absolutely essential, if we are to succeed in 
our quest of the profit vanishing point in the life of 
an account, that we know just how much it costs to 
“get in the money.” 


Costs CREATIVE AND UNCREATIVE 

The costs of a credit office should have two divis- 
ions: One listed under the head of “Creative” costs 
and the other listed under the head of “Uncreative” 
costs. (This suggestion I would like to pass on to 
our Controllers so that a standard form may be used 
by all stores.) It is admitted beyond question that 
selling merchandise on credit has greatly increased 
sales volume. To mention automobiles alone is more 
than enough to prove the point. Were automobiles 
sold only for cash, it is doubtful that sales would 
reach 35% of their present volume. So in our dis- 
cussion of the costs incurred in running a Credit De- 
partment, we must recognize the sales creative and 
profit creative functions and power of the costs of a 
credit department. It is this power to create sales and 
profit that is the fundamental cause of the rapid 
growth of credit in our stores. This really is the 
power behind installment selling and “Buy on our 
Budget Plan” policies. 

Under the heading of “Creative” costs should be 
listed in dollars and cents all costs incurred in the 
credit department up to and including the point of be- 
ing charged to the Accounts Receivable ledger. This 
will cover, of course, the salaries of those engaged in 
interviewing applicants, getting reports, passing on 
applications, also part of the following items: Ledger 
sheets, billing clerks’ salaries, stationery, postage, tele- 
phones, rent of space used; in fact all items that enter 
up to the point of where “getting the money” begins. 

“Uncreative” costs, or the expense incurred in 
“getting in the money,” is really what is vital to us at 
this moment. The two main items that come under 
this heading are: (1) Interest on capital invested in 
Accounts Receivable, and (2) Losses incurred by bad 
debts written off. Salaries of cashiers receiving pay- 
ments on Accounts Receivable should not be over- 
looked, also part of the billing clerks’ salaries in post- 
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ing payments to Accounts Receivable and a propor- 
tionate charge for postage, stationery, telephones, rent 
and so on, not forgetting all collecting costs and 
agency commissions, also part of the depreciation on 
equipment. It is very important that great care be 
exercised to include every conceivable item, otherwise 
Until 
such a time as a standard of credit office costs—cre- 
ative and uncreative—has been established and ac- 
cepted, each store must set up its own standard. 

Chart “C” which follows shows the Accounts Re- 
ceivable, Control Account for one month. 


we cannot get a correct answer to our query. 








Cuart C—Accounts RECEIVABLE CONTROL 
FoR MontTH 
Accounts Receivable first of month . .$100,000.00 
GE TNE kwkecktvnbenenaanicene 50,000.00 
$150,000.00 
Deduct cash received on account.... 50,000.00 





Accounts receivable at end of month $100,000.00 

In this example we have assumed that at the com- 
mencement of the month the Accounts Receivable 
were $100,000.00, the Charge Sales were $50,000.00, 
and the Cash Received on Account was $50,000.00, 
this gives a 50% turnover of Accounts Receivable 
and leaves a balance of $100,000.00. 


Cuart D—SuMMaRY OF UNCREATIVE 


The Profit Vanishing Point In Accounts Receivable. 


(Continued from page 4) 
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“getting the money.” For convenience sake the total 
of all these other Uncreative costs is listed at $500.00, 
making a grand total of Uncreative costs of $1,500.00. 


Before proceeding to the next point it may be well 
to pause a moment to say that perhaps someone may 
object to including a charge for capital invested in 
Accounts Receivable, but it is absolutely necessary if 
we wish to get the correct costs of “getting in the 
money” that this item may be included. It is econom- 
ically unsound to omit this item of interest if you 
honestly desire to find the correct vanishing point of 
profit in your Accounts Receivable. To argue to the 
contrary is as unsound as the contention of the mer- 
chant who did not charge anything to his expense ac- 
count, because he owned the building. Money has 
an earning power, whether it is your own or someone 
else’s, and if it is not locked up in Accounts Receiv- 
able, it would probably be earning interest somewhere 
else. 


In Chart “E” there are two hundred examples 
showing the Profit Vanishing Point in Accounts Re- 
ceivable at various rates of net profit and at various 


Turn to page 6, 
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Costs 


Interest (6% on $100,000.00) Saha es 


SIE (oa e sce Poses $ 
Month’s charge for reserve 
for bad debts (1% on 


500.00 


On this Chart (D) we have summarized 
the Uncreative costs of the Credit Office. 
We saw on Chart (C) that the Accounts 
Receivable at the end of the month were 
$100,000.00 and we have charged interest 
at the rate of 6% per annum on the cap- 
ital invested in Accounts Receivable. On 
Chart (C) we also saw that the Charge 
Sales for the month were $50,000.00, and 
we have charged 1% ($500.00) on the 
Charge Sales as provision for Bad Debts. 


On Chart (D) we have assumed that all SS EN 
other uncreative costs, such as salaries of SSSSSSS5 
cashiers receiving payments on accounts, 
part of billing clerks’ salaries, all collection 
expenses, in fact, every cost that enters into 
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Carrying accounts too long is like putting ‘‘your money 


into a bag with holes.”’ 
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rates of costs of “getting in the money.” In prepar- 
ing the table it has been assumed that the Accounts 
Receivable are $100,000.00 in each instance.. The 
net profit column shows that portion of the profits 
contributed by the Accounts Receivable—i. e., unpaid 
Charge Sales, and the next column shows the per 
centage of the said profit to the Accounts Receivable 
Twenty different rates of profit are given, one on each 
line. In column ‘‘A” it is assumed that costs of “get- 
ting in the money” are half of one per cent. The column 
under the heading of ‘“AA”’ shows the profit vanishing 
point in days. Column “B” shows costs at 34 of one 
per cent, and column “BB” the profit vanishing point. 
Column “C” 


“D” costs of 149%, and so on. 


Column 
The columns under 
the double letters give the profit vanishing point in 


shows cost of one per cent. 


days for the corresponding column under the same 
single letter. 

For instance: Let us take line 1o. 
ceivable are $100,000.00. 


Accounts Re- 
The net profits contributed 
by those accounts are $5,000.00 and the costs of “‘get- 
ting in the 


(14%) 


money,” Column “E,” are $1,500.00 
The profit vanishing point is 100 days, as 
shown in Column “EE” on the same line. 


Chart ‘F” will help to make this still cleare: 


Cuart F 


Accounts Receivable 


EXAMPLE 1 
. $100,000.00 
Net Profit contributed by Acct. Rec... 


Cost of “getting in the money” 


5,000.00 

1,500.00 

Question: On which day would the profit vanish ? 

{nswer: In 100 days as shown in Column “EE” 
in the table, line ro. 

Before explaining the method to you, I am going 
to give several more examples and also show how we 
can use the information for practical results: 

Cuart G 

Accounts Receivable 

Net Profits equal (Line 1, Col. “A’”’) 


a) 


EXAMPLE 2 


Costs of “getting in money 
Ca. “| 

Question: On which day would the profit vanish? 

Answer: On the fifth day, as shown in Column 
“JJ” on the table. 

On Chart “G” you will observe your net profits are 


(Line 1, 


not so good, only 4 of one per cent, while your costs 
are 3% of the Accounts Receivable. You cannot give 
30 day credit terms unless you do better than this. 
Cuart H—EXAMPLE 3 

Accounts Receivable 

Net Profits equal (Line 19) 

Costs of “getting in money” (Col. “G”) 
Question: When would the profit vanish? 
Answer: In 142% days, as shown in Column 


“GG,” line 19. 

On Chart “H,” the profits are much better, being 
914%, with costs equal to 2% of the Accounts Re- 
ceivable. In this instance the profit does not vanish 
until 14214 days have elapsed. 

Wry Wait Untu, THE PRoFit VANISHES? 

lf the examples shown fulfill the purpose for which 
they are given, they will not only point out the profit 
vanishing point, but will also bring forcibly to our 
attention the question: Why wait until the profit van- 
ishes? And, where shall we draw the line? Provid- 
ing there are no special circumstances in the case, is 
there any reason why a merchant should allow an 
account to remain unpaid until the profit vanishing 
point has been reached? Supposing every customer 
took that length of time to liquidate his account, what 
then? ‘The factors that determined the profit vanish- 
ing point the previous month would change so rapidly 
that there would soon be no profit to vanish, assum- 
ing, of course, that the proportion of charge business 
to the total business was large. 

It is for the merchant himself to determine the pol- 
icy for his own particular business. What percent- 
age of net profit should he expect from the average 
account? Suppose for a moment a merchant is in the 
retail business and his average net profit is three and 
one-half per cent of his sales. This same average 
percentage is carried on his accounts receivable (as 
shown before). 

If now the costs of getting in his money are one 
and one-half per cent, and if the merchant will be 
satisfied with two per cent net profits instead of three 
and one-half per cent he must collect his accounts not 
later than the thirtieth day. If the account runs to 
the seventieth day he has lost every cent of profit and 
the loss begins. 

WHERE THE Loss BEGINS 

Once the profit vanishing point has been reached, 
it is self evident that the loss on an account will in- 
crease at the same rate that the profit vanished. The 
same law that took away the profit with such un- 
erring accuracy, now proceeds to create a loss; it is 
relentless in its operation. Here is an axiom of Eu- 
clid with a vengeance. The loss is measured by ex- 
actly the same rule that was used to find the profit 
vanishing point. Chart “I” will demonstrate this: 

EXAMPLE: 

CuHart I—WuHERE THE Loss BEGINS 
Let an Account Receivable equal 
Let the average net profit equal 
Let the costs of getting in the money 
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At the end of 60 days every cent of profit will on that day, he will break even on the transaction 































































z have vanished, and a loss of two dollars each His expenses will be covered but he will receive no ia 
. month thereafter will be piling up—nearly seven profit on the deal. If the account is not paid until 
2 cents a day. thirty days after the vanishing point has been reached, 
You will observe on this chart that at the end of a loss has been incurred equivalent to the percentage 
60 days every cent of profit will have vanished and a cost of “getting in the money.” Let me give you an i 
h loss of two dollars each month will be piling up. example: 
it "his is at the aos nearly seven Spiel day. CHART J—Wuo SHALL Pay Tuts Loss? 
’ Wao SHALL Pay THE Loss? oui i ie aia , 
- : “ sglawe EXAMPLE: Say an account for $100.00 is paid : 
It is obvious that the losses incurred on accounts " opr 
- : ; ‘yp ; 30 days after vanishing point has been reached. 
1 after the profit vanishing point has been reached must : P / 
, ; , Say the average costs of getting in the money 
‘. in the aggregate reduce the profit earned on Accounts oe 500 : 
: ae 2 were 134%. 
- Receivable that were paid before that point was . : 
, 7 , <ESULTS: The merchz as sustained a loss of 
ig reached. If, therefore, the merchant desires that each . ULTS: The merchant has sustained a loss o 
- +4: 75. This is equivale 21% per : 
or account shall be profitable, and providing that the ac- $1.75. This is equivalent to 21% per annum 
“ count is collectible, what course must he pursue to In this example the account was not paid until 30 
~ keep it profitable, and how much profit shall he get days after the profit vanishing point was reached. 
: . ne ey See er A401, « 
ly from that account? It has been demonstrated that I'he average uncreative costs were equal to 134% of 
Ff a » Acc > arasirs " 4 seehe« 7. . 
n- the average net profit on an account can be deter- the Account Receivable, so the merchant sustained a 
as mined, and that the average cost of getting in the loss of $1.75. 
money can be made known. It has also been proved The startling thing about the loss in this example 
ol- that when the foregoing information is available, we is its percentage to the amount involved. For it is 
at- can fix with unerring accuracy the profit vanishing equivalent to 21% per annum. If the costs of getting 
we point in number of days. The issue is now perfectly - in the money were two per cent per month, then the 
5 4 . ? We : 4 
the clear. If the merchant waits until the profit vanish- annual cost would be equal to 24%. ‘Three per cent 
nd ing point has been reached, and the account is paid Turn to page 8, please 
age 
(as 
- . CHART E 
O € wc . - - oe oe al + 
| SHOWING PROFIT VANISHING POINT IN ACCOUNTS RECEIVABLE AT VARIOL S_ RATES OF NET PROFIT 
re AND VARIOUS RATES OF “COSTS OF GETTING IN THE MONEY 
‘8 The ‘‘Gamlen Method.” aie a 
not er pina in anes ee 
- a. Ei, |e 
sto 8) Ze | BOs |ZEl ge |Fel 2 | Fe |e lel & el g [Fel ¢ | fe le] Fe] 2 ele [Fe 
and # 2] Su | Eu |S] 8 [Se| 8 | S218 les] 8 its] 8 |fs| 8 | t818 1881 § [Ss] 8 ISK 
4 Uw by Om Ss 2QO)] OO a) CG |=a ~ 2 a >O es == u 2.5 a 2215 |20 
Si 4 t<) o2 xo a ~ _ . a _ = o a a. 
- < | wO >) 
| BO | | 
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The Profit Vanishing Point In Accounts Receivable 


(Continued from page 7) 


costs per month would be thirty-six per cent per an- 
num, and so on, depending entirely on the monthly 
costs divided by the total accounts receivable, which 
gives the monthly resultant percentage. 

The average store does not charge interest on over- 
due accounts, and it is plainly seen that bank interest 
is not equivalent to the costs that eat away the profit. 
Bank interest would help to extend the profit vanish- 
ing point if it were added to the account, say 30, 60 
and go days prior to that point being reached. The 
following example may help to make this point clear: 
Cuart K—Bank InrTerEST Rate Does Not Cover 

THE Loss 

EXAMPLE: 

Let an Account Receivable equal $100.00 
Let the profit vanishing point equal. .120 days 
Let the bank interest rate be charged 

each month at 6% per annum 
Let costs equal 

Question: On which day would the profit vanish? 

Answer: 160 days. The loss thereafter would be 

$1.50 a month—18% per annum. 

In this example we have assumed that an Account 
Receivable is $100.00 and that the profit vanishing 
point is 120 days, and that we further decided to 
charge 6% as the bank interest rate to this account, 
which equals one-half of one per cent a month. The 
costs of getting in the money were 2% 

Under these circumstances the costs would be re 
duced to 144%, thus extending the profit vanishing 
point to 160 days. At the expiration of this time, how- 


ever, a loss of $1.50 each month would be incurred 

even though you continued to charge the bank interest 

rate. This loss would be equal to 18% per annum. 
Wauat WILL THE Mercuant Do? 

The merchant is surely entitled to a profit on each 
account. How, then, is he going to offset the loss 
incurred on the accounts that run past the profit van- 
ishing point? Of course, he can ignore the matter 
entirely and let the prompt paying customers pay in 
the average for those who are slow in liquidating 
their accounts, and he himself be satisfied to take an 
average profit. But his continued indifference will tend 
to increase his expenses and reduce his net profit, and 
if he wishes to remain in business, will compel him in 
the long run to do one or more of the following 
things: (1) Increase his volume without a propor- 
tionate increase in expenses. (2) Increase his main- 
tained gross mark-up rate, or (3) Reduce other items 
of expense. 

Many will argue that the most economically sound 
thing to do would be to make a carrying charge or 
interest charge to each account not paid within a cer- 
tain specified date. There is a great deal to be said in 
favor of such a procedure, but it would seem to be 
better business to put greater emphasis on the prompt 
paying of accounts and thereby speed up the collec- 
tion turnover, and only adopt the policy of making a 
carrying charge or interest charge with that end in 
view. It is assumed you are engaged in selling mer- 
chandise; not loaning money. 
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Wit SPEED Up CoLLECTIONS 

Knowing the vanishing point of profit in an account, 
and the loss incurred each month thereon until the 
account is paid, cannot help but stimulate the mer- 
chant to get a better collection turnover. Many of 
the foremost retail department store credit men state 
with definite assurance that a higher rate of collection 
turnover produces a larger volume of business, and 
give facts and figures to support their arguments. As- 
suming, however, that a higher rate of collection turn- 
over does not change the volume of business, it does 
release working capital and thereby has a tendency to 
increase net profit. What is desirable in a business 
that extends credit to its patrons, other things being 
equal, is to find and keep that perfect balance of col- 
lection turnover that produces the greatest volume of 
sound business with the minimum of expense. What 
that perfect balance is can only be determined by a 
careful study of the facts in each case, and it is ques- 
tionable if anything could be of greater assistance to 
the merchant in finding the correct percentage of col- 
lections to strive for than knowing the length of time 
he can carry an account on his books at a profit and 
what that profit is. To carry an account too long is 
like putting “your money into a bag with holes.” To 
produce profit is one thing ; to retain it after it has been 
produced is quite another thing and requires no less 
skill. 

The next point is the one for which you have been 
waiting. How do you find the profit vanishing point? 


_ 


The Profit Vanishing Point In Accounts Receivable 
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GRAPHIC CHART No.2 


5% NET PROFIT CHART SHOWING PROFIT VANISHING POINT IN DAYS 
EACH DIAGONAL LINE HAVING A DIFFERENT COST PERCENTAGE ~ 


THE GAMLEN METHOD 

The mental process of determining the point at 
which the profit ceases and the loss begins in Accounts 
Receivable, as outlined, is “The 


Method.” 


First: It ascertains the sum of Accounts Receivable. 


called Gamlen 


Second: It determines the proportion of the net 
profit contributed by those 
(i. e—unpaid charge sales). 


Accounts Receivable 

Third: It determines the cost$ that eat away the 
profit. 

Fourth: It determines the length of time required 
to consume that profit. 

Fifth: The time is given in number of days. 

The following chart will give the formula. Those 
who wish to copy it may do so while it is on the 
screen. 

Cuart L—ForMvuLA oF THE GAMLEN METHOD 

The net profit on Accounts Receivable multiplied 
by the number of days in the period, and divided by 
the costs of getting in the money for the period, equals 
the profit vanishing point: 

EXAMPLE: Let $5,000.00 equal the net profit 
on Accounts Receivable and $1,250.00 equal the 
cost of getting in the money for 30 days. 

Question: In how many days will the profit 

vanish? 
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Should Interest Be Charged 
On Past Due Accounts? 


A debate on this important subject was held at the convention of 
the National Retail Credit Association at Kansas City, June 21, 1928 


AFFIRMATIVE 
F. W. Funk, Cr. Mgr., 
Atkinson Co., 
Minneapolis, Minn. 
Mr. F. W. Funk: To 
uphold the affirmative of 
the subject, “Resolved, 
That Interest Should Be 
Charged on Past Due Ac- 
counts” which cannot have 
any substantial arguments to the 
contrary, the task becomes com- 
paratively simple because we are 








the public that must “pay the price.” You all know 
how difficult it is to change a habit after it has once 
been formed, but fortunately we are dealing with a 
public with which we can reason, especially if it can 
be shown where a change of its habit will be to its 
own advantage by placing money in its own purse, the 
best appeal to a client who is always looking for an 
opportunity to add to that which he or she already 
possesses, 
Possibly there are some of you here who will recall 
when some twenty-five years ago 
this same matter of charging in- 





agreed that a stimulus is neces- 
sary for bringing about the 


Editor's Note: Because of the 


terest on accounts by wholesal- 
ers and jobbers was considered 
a revolutionary step. Do you, 


more prompt payment of ac- 
counts. This has been attempted 
through cooperative methods of 
local credit organizations, all of 
which are, of course, members 
of the National Retail Credit 
Association. Educational propa- 
ganda has been featured by 
newspaper advertising under the 
guidance of one of our National 
officers. While these have had 
their influence on the public, we 
must bear in mind that we are 
dealing with the consumer who 
has been taught some very un- 
healthy habits by the retailer. 
The last decade has been 
known as a time which favored 
the buyer. This, of course, was 
brought about by the necessity 
of finding an outlet for the mass 
productions which has reached 
its highest degree of efficiency 
also during this same period. 
Competition for this patronage 
became keener and keener until 
it involved the extension of 





importance of this subject and 
the thought given to it during 
the past five years, we publish 
this debate in full. A vote taken 
at the convention indicated the 
delegates present were not in 
favor of an interest charge. 
The speakers on subject are: 
A ffirmative— 
F, W. Funk, Cr. Mgr. At- 
kinson Co., Minneapolis, 
Minn. L. I. Coffey, Cr. Mgr. 
Metz Lbr. Co., Wichita, Kan. 
Thos. McCormick, Cr. Mgr. 
Culbertson’s, Spokane, Wash. 
H. F. Sehmer, Mgr. Peoria 
Retail Merchants  Assn., 
Peoria, Ill. 
Negative— 
H. R. Stuart, Cr. Mgr. Hali- 
burton Abbott Co., Tulsa, 
Okla. W. R. Kendall, Secy.- 
Treas. Stewart Bros. Hdwe. 
Co., Memphis. H. S. Duley, 
Cr. Mgr. Jordan Marsh Co., 
Boston. E. J. Dollard, Secy. 
O’Connor Moffatt Co., San 
Francisco. 








at this time, know of any such 
establishment that does not 
charge interest? In like manner, 
it is necessary that some of us 
sponsor such action as relating 
to past due retail accounts, and 
I venture to say that within the 
next five years it will be com- 
mon practice to make such a 
charge. Doubtless some of our 
worthy friends on the negative 
side of this question will say that 
this is not an item that is com- 
parable because of the detail in- 
volved in figuring interest on re- 
tail accounts. Are we not 
capable of delegating this partic- 
ular detail to any intelligent of- 
fice employee who will earn their 
salary many times over, which I 
am sure will be proved to your 
entire satisfaction by analyzing 
your Accounts Receivable? 
One of the principal argu- 
ments employed by Credit Man- 
agers to enforce prompt pay- 
ment of accounts is that the mer- 


credit. The gates of credit limits were thrown wide 
open. Although convenience was originally intended 
as the purpose of charge accounts, the retailer has 
developed into a banker loaning his merchandise, rep- 
resenting a large proportion of his resources, at a 
considerable expense to the seller, and without cost 
to the consumer, thus destroying the fundamentals of 
credit. 

Now, these bad habits of the public, for which we 
are responsible, must be corrected, and as usual it is 


chandise is priced for cash sale with credit extended 
as an accommodation on a thirty day basis which is 
considered the same as cash. If this is true, then an 
account is unprofitable if it has to be carried after 
thirty days have expired, and the charge of interest 
should be made to partly reimburse the retailer for an 
outlay solely in behalf of the customer. If interest is 
not charged, discrimination is shown between cash and 
charge customer and is unfair to those who pay 
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promptly. Collecting interest places a just and equit- 
able distinction between a cash and a charge customer, 
who does not pay his account within the prescribed 
terms. 

Again, a great deal of thought is being directed at 
this time by leaders in the retail field towards lowering 
the costs of distribution. The present method of ex- 
tending credit without any interest charge after an ac- 
count becomes past due is charged as a factor in the 
increased cost of distribution. You will also find by 
analyzing collection cost for the last few years that 
there has been a steady increase in these costs which 
is depriving capital which should be used more ad- 
vantageously. Charging interest should be a means of 
providing reimbursement for this expenditure. 

Merchandise turnover is constantly being stressed, 
but we must all agree that this turnover is not com- 
pleted until returns in cash have been made. Collec- 
tion of interest when accounts become past due will 
assist in the completion of this turnover. 

In concluding, may I merely state that I have a 
number of letters from cities where this procedure has 
been put into actual practice, the writers of which 
are all well satisfied to such an extent that they would 


not consider doing otherwise, believing it would be a. 


step backward. May I suggest that you make an an- 
alysis of your Accounts Receivable and apply the in- 
terest rate of one-half of one per cent for each month 
the accounts are in arrears, which will prove to your 
satisfaction that “Interest should be charged on past 
due accounts.” 
NEGATIVE 
H. R. Stuart, Credit Manager, 
Haliburton Abbott Co., Tulsa, Okla. 

Mr. H. R. Stuart: Mr. President, ladies and gen- 
tlemen: The question, “Resolved, That Interest Should 
Be Charged on Past Due Accounts,” has not been 
given serious consideration by many merchants, ex- 
cept in an abstract way. Recently, however, it has 
been taken up by one or two cities in an attempt to 
arrive at a concrete plan for putting it into effect. It 
is too much in an experimental stage to cite any one 
city as an example of the success or failure of the 
plan. So far none of the larger outstanding institu- 
tions of the country have adopted the policy of charg- 
ing interest on past due thirty-day accounts. Those 
stores which have made a practice of using this plan 
have been the exception rather than the rule. We, 
therefore, do not believe it is possible, at this time, to 
state conclusively that if the plan were adopted it 
would be a success or a failure in accomplishing the 
results desired, namely, the collection of past due ac- 
ounts. The test of any question is the actual experi- 
nce of a sufficiently large number of people over a 


Should Interest Be Charged On Past Due Accounts? 
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long period of time, under varying conditions, to 
prove its worth or its impracticability. 

Has this apparent lack of interest been because the 
average merchant thinks it of no material conse- 
quence in the conduct of his store? Or has it been 
because there has been a deep-seated conviction that 


such a method for promoting prompt payment of ac 
counts is impracticable? 

We do not know just what was in the minds of 
those who proposed a discussion of this subject, but 
we assume that it is an effort to find an effective 
means for inducing people to pay their accounts 
promptly, for after all that is one of the main func- 
tions of a Credit Department. 

We will grant that every merchant is justly entitled 
to remuneration for the money tied up in past due 
accounts. We will also agree that it is unethical to 
permit some folks to enjoy the use of money for sixty 
days or longer, without paying for it, while others 
pay cash or within the prescribed terms. But we do 
not believe that this plan will correct these conditions 
completely, because practically every store would 
have some customers who would be immune from the 
interest charge, and there would be those customers 
who would pay their accounts less the interest who 
would not be forced to pay the interest. 

Before presenting our arguments why we believe 
this method is not feasible, may we ask the question, 
“Who is to blame for the universal slowing up in the 
paying of open accounts?” Who has been educating 
the public to look upon their obligations with mer- 
chants and professional men as of secondary impor- 
tance—to consider that, if a small payment is made on 
account without a good reason being given it is per- 
fectly agreeable—who is responsible for the public’s 
demand for longer and longer terms?” In how many 
cities can you find a definite, well organized Commun- 
ity Credit Policy; a city in which a customer cannot 
play one merchant’s terms against another’s; a city 
in which a customer cannot pyramid his purchases 
until he is unable to pay anyone a sufficient amount 
to make the transactions profitable? 

I will venture the assertion that there are not over 
a dozen cities in the United States where the mer- 
chants are conscientiously living up to such a policy 
Rather do we see the tragic conditions in many, many 
places of merchants trying to get volume by advertis- 
ing, “Buy in August, charge it in November and pay 
in January,” and “Your terms are our terms.” Years 
ago, the evil of price-cutting was eliminated because 
merchants finally realized that they were ‘cutting their 
own throats,” and we are now beginning to feel the 
effects of competition in terms. This is but another 
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form of price-cutting for the merchant who has grant- 
ed terms in excess of ninety days has reduced his 
profit, and in many cases entirely wiped it out. When 
merchants come to the realization that they are in 
business for profit, and they are not philanthropists, 
we will then see a radical change in conditions and it 
will not be necessary to prod the public with the in 
terest goad. Now it is proposed by our opponents to 
spank the naughty public for doing what they have 
been taught was entirely agreeable. 

Why do people respect their obligations with a 
bank? 


tions ? 


Why do they respect their installment obliga- 
Is it not due to the fact that these institutions 
have educated the public? I heard a banker tell a 
young woman, who was making a loan of a few hun 
dred dollars, that the interest would be eight per 
cent, and when she said that she could do better, he 
simply said that would be all right that that. was the 
best he could do. He knew she could not do better, 
and so did she, and she said to go ahead with the 
loan. I could not help thinking, how different that 
transaction would have been if it had occurred in the 
average store. I do not need to tell you, you know 
what would have happened as well as I. 

We have endeavored to review, with you, some of 
the conditions that now exist as a foundation for our 
position. We shall try to present arguments which 
we believe you will recognize as within the scope of 
good business, and which we believe will enable you 
to render a verdict in our favor. 

First—We believe the plan of charging interest on 
past due open accounts is not practical as merchants 
do not have an effective means for enforcing payment. 
Banks deduct the interest in advance, and in the case 
of installment purchases it is figured in as part of the 
purchase price. With an open account it would be a 
charge made after the account was made, and if the 
account was already slow what assurance would there 
be that the customer would hasten in to pay the few 
cents that would be added? 

Second—The merchant’s function is to sell mer 
chandise. If they attempt to finance their customers, 
they will be taking on a line of business for which 
many of them are not fitted or equipped to handle. 
Would it not be far better, for the customer and the 
business, for the merchant to assist the debtor in ne- 
gotiating a loan with which to pay his account? This 
would keep the accounts receivable in a liquid con- 
dition. It would give the merchant the use of his 
money which would be worth more to him than the 
amount he would receive in interest, and we believe 
it is a recognized principle that profit is made from 
the turnover of capital. We all know that a customer 
whose accounts are paid up is a better customer than 


the one who is constantly in arrears. 

Third—It will not materially aid in the collection 
of past due accounts as those people who are not in- 
clined to pay promptly will not take the interest 
charge seriously. The Controller for a Peoria, Illi- 
nois, concern, in an address before the Controllers’ 
Congress, recently stated that they had been charging 
interest for the last thirty-one years. He also stated 
that their collecions averaged forty-eight per cent per 
month for their thirty day accounts. If charging in- 
terest is so effective in inducing people to pay their 
accounts, and they only collect forty-eight per cent, I 
would hate to own stock in their company if they 
should discontinue the practice of charging interest. 

We do not charge interest and our collections aver 
aged 47.7 per cent, three-tenths of one per cent less 
than theirs, and the other two department stores av- 
eraged sixty-two per cent and forty-nine per cent. 
Collections in Tulsa, Oklahoma, in the department 
stores at least, have shown a steady increase, and we 
believe this is due to two things, one a close co-oper- 
ation between the stores as to extending credit to cus- 
tomers whose accounts are past due, and the other to 
the Prompt Pay Educational Advertising Campaign 
being carried on. We believe such work as this is far 
more effective than charging interest could ever be. 
We know there are other cities that can show better 
collection percentages than ours, and their results have 
been obtained through such co-operative methods 
which we have mentioned. 

Fourth—Instead of decreasing the accounts receiv- 
able, as is claimed, we believe it will have a tendency 
to increase the outstanding balance. The debtor will 
be given the excuse that he is paying for the use of 
money, and that he will pay, “Just as soon as possible,” 
and the arguments for collections will be seriously 
weakened. We have not heard of a single instance 
wherein charging interest has materially decreased ac- 
counts receivable. It is possible that if this plan were 
to become universal, and a recognized practice in re- 
tail merchandising, that we would see a much more 
serious situation than now exists. There would be 
some merchants who would be afraid of offending the 
customer by pushing his collections because he was 
receiving interest, just as there are too many mer- 
chants now who are afraid of offending the customer 
by asking him to do the things he agreed to do, pay 
his account when it is due. 

In a recent interview, Mr. Roger Babson made this 
statement: “Not only is the prompt meeting of obliga- 
tions morally and ethically right, but it also is neces- 
sary for good business conditions. Slowing up in col- 
lections is, in my opinion, as much a cause of as an 
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effect of slowing up general business If 20 per cent of 
the people paid their past due bills within the next 
30 days, the total volume of business would be in- 
creased by $1,000,000,000.,” 

Would it not, therefore, be vastly better for mer- 
chants to unite in a policy of granting credit on a 
more conservative basis than to attempt to increase 
sales by selling to people on credit who are not en- 
titled to it, and to pursue a more business like atti- 
tude toward the collection of accounts than is now 
being done by all too many merchants? Consumer, or 
retail credit, should not be placed upon the same basis 
as mercantile credit, especially on perishable goods, 
because we believe it is sound business logic that a 
person should live within his income, and if their 
monthly obligations regularly exceed their income they, 
and the merchants with whom they are doing business, 
are in a precarious situation. 


It is for the merchants to decide whether they want 
the money due them for the merchandise sold, when 
it is due, or whether they are satisfied with the profit 
they are now making and, by charging interest to those 
whose accounts run sixty days or more past due, col- 
lect in a little revenue which would barely cover the 
cost of taking on that additional service, if it really 
would cover it. 


We most earnestly urge that merchants and credit 
men adopt a more unified policy of collection as be- 
ing the best method for keeping our accounts receiv- 
able within safe limits, and for reducing the slow pay- 
ment of account evil, and for stimulating business on 
a sound basis. 

AFFIRMATIVE 

L. J. Corrrey, Credit 
Mgr., Metz Lbr. Co., 

Wichita, Kansas. 

Mr. Correy: Mr. 
President and fellow 
credit grantors: In 
beginning, I wish to 
remind you that I am 
in the lumber busi- 
ness, so I will not try 
to talk on the subject 
of charging interest 
on past due accounts 
from the angle of a 
department store 
credit man, but will 
try to give a reason 
or two why, as I see 
it, interest should be 
charged in all lines of 
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Who is responsible for the public’s demand for longer}{terms? 


retail business. Is it not true that all retail establish- 
ments buy from their wholesalers and jobbers on a 
discount basis if accounts are paid by a certain date? 
If not paid by that date, accounts are net. 

To my way of thinking, this is the same as the in- 
terest charge put on in advance, and if the account is 
paid when due the discount or interest is dropped. 
The jobber then gets the real selling price on his 
goods. This has become the accepted plan through 
custom, and contrary to the belief that interest will 
cut collection turnover, it is a proven fact that all 
firms try to take all the discounts they can. Since the 
jobbers and wholesalers have been able to educate 
their customers along this line, please tell me why it 
would not be logical for the retailer to start on his 
customers and train them to pay for the service they 
receive. 

In touching on the slowing up of collection through 
the addition of interest charges, it seems there is a 
tendency among quite a number of customers to make 
payments on thirty day accounts. This has been 
brought about by the large amount of installment sell- 
ing. I am of the opinion that a reasonable interest 
charge would bring to the people the realization that 
their accounts were past due, with the result that the 
percentage of collection turnover would be greatly 
increased. 

There is one more point I wish to bring out. In 
advertising accounts on a thirty day basis and then 
allowing your accounts to be paid in installments with- 
out interest, you are not only doing your prompt pay 
customers an injustice, but you are building up the 
idea in your slow pay customer’s mind that he can not 
only pay just as he 
pleases at your store, 
but at every other 
store in town, there- 
by making a slow pay 
out of what might 
have been a good ac- 
count, had it been 
properly handled. 

NEGATIVE 
W. R. KENDALL, Sec. 
Treas. Stewart Bros. 

Hardware Co., 

Memphis, Tenn. 

Mr. W. R. KeEn- 
DALL: “Should we 
charge interest on ac- 
counts sixty days 
old?” I am approach- 
ing t his question 





Turn to page 14, please 
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Should Interest Be Charged On Past Due Accounts? 


(Continued from page 13) 


somewhat in the mental attitude of the negro, who was 
arrested for stealing a hog. The judge asked the de- 
fendant if he was guilty or not guilty. After ponder- 
ing a few seconds the darky’s answer was, “Judge, 
ain’t that what we is trying to find out?” 

The two reasons advanced for charging interest on 
past due accounts: 

First—To speed up collections. 

Second—To place expense of carrying past due ac- 
counts on the delinquents. 

At first glance it appears plausible, but what we are 
trying to find out is, will this action accomplish the 
desired results? 

It seems to me that this rule would be something 
like the Eighteenth Amendment, easy enough to pass, 
but rather difficult to enforce. Very few of us have 
the courage to return a check received through the 
mails int payment of a past due account because the 
interest was not included, and how many of us are 
going to live up to the letter of the law, when a debtor 
comes to the office in penitence and with a plausible 
excuse offers payment 
of the principal only. 

The question of 
whether or not it 


est stores collect interest on past due accounts, and I 
am reliably informed that their collection percentage 
the year around does not average over forty per cent. 
This is rather a low percentage of collections for de- 
partment stores, and the question is would not these 
collect more than they do if their customers did not 
feel that in view of the fact that they are paying in- 
terest on over due accounts that they are privileged 
to take their time paying? 

The argument that it is not fair to those who pay 
promptly to charge interest on the accounts of slow 
“pays” is not consistent unless those who pay cash 
have consideration shown them over the ones who pay 
in thirty days. 

We have spent many thousands of dollars, with ex- 
cellent results, in our various pay promptly advertis- 
ing campaigns, have built up, and are maintaining 
Community Credit Policies, the customer has been 
taught that a reputation for prompt payment is an 
asset greatly to be desired. If instead of insisting 
that terms of sale be observed, we attempt to charge 

and collect interest, 
how long will it be 
until this advertising 





would be good busi- 
ness to charge inter- 
est on past due ac- 
counts can be defi- 
nitely settled in only 
one way, which is by 
experience, and so far 
as I know only one 
city of any size has 
tried this plan for any 
length of time. It 
seems to me that no 
store or association of 
stores would consider 
charging interest on 
past due accounts if 
they knew in advance 
that this would not 
increase their collec- 
tion average, and they 
certainly would not 
want to make this 
charge if in so doing 
there was the least 
likelihood of their col- 
lection percentages 
being reduced. 

There is only one 
city of which I know, 
where the four larg- 


“Your Terms are Our Terms’”’ 


will lose its effect, 
and the vast sum ex- 
pended be a total loss? 
Would it not be log- 
ical reasoning for the 
customer to assume 
that as long as he is 
being charged inter- 
est, there is no press- 
ing obligation for his 
observing terms of 
sales, instead of look- 
ing upon this matter 
as a penalty for a 
service, and therefore 
privileged to allow the 
account to run as long 
as he was willing to 
pay interest? 
Further, I believe 
it would have a ten- 
dency to make us 
careless as to collec- 
tion instead of diplo- 
matically insisting of 
payment according to 
terms, and converting 
a slow customer into 
a prompt paying one. 
It would be only hu- 
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ID you ever receive a letter 
D from Manager-Treasurer 

Woodlock asking you to do 
something for the National Retail 
Credit Association or for our pub- 
lication, THE Crepit Worip? I 
had such a letter last month ask- 
ing me to accept the appointment 
as Editor of this new department 
for Adjustment Managers or Col- 
lection Managers, or whatever you 
may please to call us, and while I 
realize that it means a lot of 
hard work and perhaps more or 
less cussing from _ various 
sources — we are used to both 
with a little stronger emphasis 
on the latter—one cannot refuse 
a request to do his part for the 
“National,” and especially when 
Mr. Woodlock dictates one of 
his masterpieces telling you why 
you should do it and how easy 
it will be to comply with his 
request. 

The phenomenal progress 
made by the National Retail 
Credit Association during the 
past few years is something that 
we should all appreciate and the 
decision of the Officers to es- 
tablish this new Department is 
only one of the many things 
which they have  under- 
taken for the benefit of the 
Credit and Collection fraternity. 
While it will be of- particular in- 
terest to Adjustment Managers 
we hope, also, to make it inter- 


esting to all readers from an educational standpoint. 

The success of this Department will be measured 
largely by the spirit of co-operation shown by you 
readers and especially from the Adjustment Depart- 
ment Managers throughout the country. We want 
you to make this your department and tell us what 
information you desire most—we want your sugges- 
tions and criticisms. It is our purpose to deal with 
every phase of Adjustment Department work and if 
you will tell us what you want, every effort will be 
made to get it for you from the best sources obtain- 
able. Every Adjustment Manager of the Service De- 
partment membership will be expected to contribute 


Adjustment Managers Department 


By LEWIS.-P. WHITE, Manager Adjustment Department 


Retailers Credit Association 
San Francisco, Calif. 


Editors’ Note: Answering many 
calls from our members to feature 
in the CREDIT WorLD a Special de- 
partment dealing with Collections 
and Adjustments, we asked Mr. 
Lewis P. White, Manager of the 
Adjustment Department of the Re- 
tailers Credit Association of San 
Francisco, to accept the appoint- 
ment of Editor of this new feature. 

Mr. White is one of the most 
successful collection executives in 
the country, knows every detail of 
the work, and has established a 
reputation for writing educational 
articles on the subject. His con- 


‘tribution of his time and knowledge 


is greatly appreciated. 





Since the beginning of time the 
desire for excellence has been the 
beacon light urging us on to 
greater achievements. 


It is a worthy motive, because it 
begets better’ things. 


We feel every member of the N. 
R. C. A. can be proud of the last 
few issues of the Credit World. In 
appearance, in make-up, in read- 
ing matter it is a unique publica- 
tion entirely worthy of the great 
organization of which it is the of- 
ficial organ. 


It is a product of “the desire 
of excellence” and will continue to 
improve as appreciation is shown 

our members by encouraging 

ers to become members so they 
too may receive the only magazine 
devoted exclusively to Retail Credit 
problems. 


D. J. Woodlock. 











successful. 


his best thoughts for the benefit of 
his fellow members. Every Bureau 
has at least one good idea which 
will prove of interest and help to 
other Bureaus and we want to 
gather together these ideas and dis- 
tribute them to our members 
through these pages. 

There are now over one thou- 
sand Bureaus who are members of 
the Service Department of our 
National Association and a very 

large majority operate Adjust- 
ment Departments—the number 
is rapidly increasing and we 
want to lend our efforts to those 
Bureaus who are just organizing 
an Adjustment Department and 
to the smaller Bureaus who 
need help in obtaining the best 
methods used by the larger Bu- 
reaus and which can be adopted 
by them for the improvement of 
their service to clients. It is our 
especial duty to be particularly 
mindful of the Bureaus who 
need our help and it should be a 
pleasure for us to do more than 
is expected of us in the way of 
lending our assistance to those 
who are struggling along, per- 
haps, under a serious financial 
handicap or because of the lack 
of interest on the part of sub- 
scribers or clients. 

There are many subjects per- 
taining to Adjustment Depart- 
ment work which we can profit- 
ably discuss in this Department 


and each Bureau Manager is requested to submit at 
least ten subjects or questions which he would like 
to have answered. These questions will be assigned 
to various Adjustment Managers and where necessary 
we will request an answer from several Bureaus. Each 
Bureau is urgently requested to send in a complete 
set of the forms used in their Adjustment Depart- 
ment with a full explanation of their use and to note 
any letters or forms which have proven especially 


In the October issue we will publish a description 
of the forms used by the Retailers Credit Associa- 


Tarn to page 31, please 
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Credit Insurance 


By GUY H. HULSE, Secretary 
National Retail Credit Association 


"| te Direct Inquiry Evil, and it is an evil, can 
be stamped out only through the co-operative 
effort of all right thinking business men. 

Credit Executives who labor under the impression 
that certain department economies may be had through 
“short circuiting” the Credit Bureau, are, to say the 
least, exceedingly short sighted. 

Economies of this kind are false economies and 
show themselves in an increased Profit and Loss Ac- 
count. Arguments to the contrary by Credit Execu- 
tives who should know better notwithstanding. 

There is but one way that complete insurance cov- 
erage may be had on Accounts Receivable and that 
way is through a consistent and intelligent use of 
Credit Bureau Service. 

There never was, there never will be, a single indi- 
vidual who set out deliberately to defraud his cred- 
itors, but that kept one or two merchants whom he 
paid religiously. These he always uses as references. 
When direct inquiries are made only the good refer- 
ences are cleared. When Bureau service is used, the 
good, together with the bad, is completely developed 
and a Standard Report is the result. 

There is a story (the truth of which cannot be 
vouched for) which says that one bell sheep is used 
in the Chicago Stock Yards, to lead all of the other 
sheep to slaughter. There is a door just at the en- 
trance of the slaughter pen through which that sheep 
steps to safety. 

The Credit Executive 


bility. Intelligent use of Credit Bureau Service is the 
only known insurance against these conditions. 


The insuring of Receivables is a matter of choice. 
The machinery is set up. It is functioning in more 
than one thousand towns and cities where successful 
Credit Bureaus are now in operation. The credit rec- 
ord, current and antecedent, on 60,000,000 consumers 
rests in the files of these Bureaus. The Credit Bu- 
reau Manager is a trained specialist, trained to serve 
you in the most vulnerable part of your business. 
Trained to save you from Credit losses, “Frozen 
Assets.” 

Frozen Assets is but a polite name for unintelligent 
credit extension. 

Direct Inquiry is surely not an intelligent method 
of judging the worthiness of a-credit applicant. Di- 
rect Inquiries short circuit the Bureau first from the 
standpoint of complete credit information on each 
consumer, second from the standpoint of finances 
which rightfully belongs to it in order that efficient 
service may be yours at all times. 


A Credit Bureau has never been known to become 
overstocked with information. A Credit Executive, 
regardless of his ability, has never been known to re- 
ceive more information than he could use as a basis 
for intelligent credit control. 





who clears direct refer- 
ences performs exactly 
the same function as does 
that sheep. He unknow- 
ingly and unintentionally 
leads his fellow credit ex- 
ecutives to the slaughter 
of the so-called “dead 
beat.” 

There is, however, a 
more serious feature than 
this in direct clearances 
in that they assist mate- 
rially in the pyramiding 
of accounts. In permit- 
ting folks to live beyond 
their means. In starting 
many good citizens on the 
road to moral insolvency. 
Men and women who are 
too deeply involved in 
debt become a public lia- 





“‘Direct Inquiry” leading the sheep to slaughter 
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The Truth About Credit. 


By H. P. VAN VIANEN, Comptroller 
Daly Bros. Department Store, Eureka, Calif. 


from the laboratory. Elaborate filing sys- 

tems, credit phones, credit reporting bureaus, 

and many other vehicles for the distribution and 

availability of credit records, have made the technique 
of credit an accomplishment. 

The psychology of credit, especially that part which 

has to do with the ‘customer appeal,” has, by a great 

many, been but too well understood. Consequently it 


T « technique of credit has long since emerged 


they gave credit indiscriminately. True enough, they 
extended credit so liberally and so foolishly that they 
saw their assets disappear. They invited ruin, because 
they failed to realize that a man’s judgment is no 
better than his information. Most of them just 
played for a chance and they lost. They were seldom 
active members of their local Credit Association. They 
had no conception of the fact that accounts receivable 
must be “merchandised.” 


has been over-exploited. Allur- 
ing advertisements and attractive 
card signs in the window dis- 
plays have done the rest. Many 
of our merchants have abused 
the psychological appeal to such 
an extent that “Credit on easy 
terms” is now often a bait for 
some unethical and even repre- 
hensible practices. As an uplift- 
ing counterpart we discern and 
feel the great beneficial influ- 
ence of the National and State 
Credit organizations who have 
built a network across these vast 
United States, spreading wher- 
ever possible, the gospel of what 
“CREDIT” is and what it 
should be. These efforts are a 
crowning success and especially 
our National Association enjoys 
a well and hard earned prestige. 
Credit education now looms 
large on the horizon, and with it 
the professional credit man is 
commencing to regard his place 
in the sun more a worthy one, 
while he has begun to realize 
the responsibilities and the eth- 
ics pertaining to his craft. This, 
in a few words, summarizes the 
visible and tangible outline of 








OFFICIAL NOTICE 


The National Retail Credit 
Association have discontinued 
tracing and collection service 
from the National office. Here- 
after these features will be 
handled through the local bu- 
reaus of our Service Depart- 
ment as we feel we can render 
more rapid and effective service 
in this way. 

During the past year thirty- 
six thousand names were report- 
ed to these two departments of 
the National. The handling of 
the vast volume of correspond- 
ence required many additions to 
our force, and we found a large 
part of the work duplicated or 
conflicted with the work of our 
own local Bureaus. 

Members having claims for 
collection or missing debtors to 
trace will please hereafter send 
same to their local Association. 
In places where there is no or- 
ganized Bureau, write the Na- 
tional office and we will advise 
on procedure. 

National Retail Credit 
Association, 
D. J. Woodlock, 


Manager-Treasurer. 








We have no sympathy with 
that class of merchants because 
they are largely responsible for 
the tremendous waste in market- 
ing, which our able Secretary of 
Commerce, Herbert Hoover, so 
rightly deplores and condemns. 
Perhaps they should visit the 
town of Bloomfield, Nebraska, 
where the moving picture houses 
and the barber shops saw their 
receipts dwindle away all be- 
cause of the fact that the mer- 
chants changed over to only a 
cash basis of selling. In such a 
community a credit man would 
starve to death, or again, per- 
haps he could make a fortune by 
establishing a legitimate and well 
controlled charge business. 
After reading about this credit 
episode of Bloomfield, it oc- 
curred to me that Mr. E. C. Rie- 
gel of Yellow Book fame could 
profitably investigate that com- 
munity and unearth some of the 
reasons why the merchants there 
gave up their charge business. 

However the Bloomfield ex- 
periment may turn out, the 
charge business is going to sur- 
vive and it will also come back 





our national program of credit work, With but a few 
exceptions, we are making progress in the right direc- 
tion and the action is simultaneous all along the line. 
We are on the march pushing toward success. We must 
defend to protect and that is as it should be. En- 
lightenment in credit is pervading almost everywhere. 
However, quite unobvious in the background and re- 
mote from these material gains and worth-while activi- 
ties, we still seek to answer the many problems of the 
philosophy of credit which persist to baffle us. We 
know that a number of merchants have failed because 


to Bloomfield, even if credit seekers have to fill out 
application blanks and explain who they are and why 
they are entitled to be trusted by the merchants. The 
only organization that could possibly object to such a 
procedure would be Mr. E. C. Riegel’s Consumers’ 
Protective Association, Inc., an institution which was 
organized to combat the alleged abusive practices of 
our too apologetic and too timid credit men. Incident- 
ally, the Protective Association discredits the use of 
credit reporting bureaus and similar nuisances. 


Turn to page 30, please 
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A Letter From President Hewitt 





Immediately following the adjournment of the 
Convention in Kansas City, the new Board of Direc- 
tors held a meeting. At this meeting, Mr. Milton J. 
Solon, First Vice-President, acting upon instructions 
from his firm, tendered his resignation, which was re- 
luctantly accepted. The Board then elected Mr. Jus- 
tin H. Edgerton First Vice-President to succeed Mr. 
Solon. Mr. Stephen H. Talkes of Washington was 
elected Second Vice-President to fill the vacancy 
caused by Mr. Edgerton’s advancement. It subse- 
quently developed that, owing to an unusual pressure 
of business, Mr. Talkes was compelled to tender his 
resignation, which was accepted by the Board after 


adjournment. 

After a very careful consideration of the matter, 
your Executive Officers were of the opinion it would 
be best to permit this office to remain vacant until our 
next Convention. 

The administration activities are now well under 
way and in order that the membership at large may be 
in close touch with our work, I have requested the 
various committee chairmen to make reports as to the 
activities of their committees through the columns of 
the Crepit WorLD. 

The following committees have been appointed and 
are now actively engaged in their various assignments : 


Credit World Committee ............... ee eS kno dctb i cncsccaes St. Louis, Mo. 
Pepance Commiittee 56. ccile i ecccwcecs Sidney E. Blandford, Chairman ............ Boston, Mass. 

Group Conference Committee ........... M. M. Karpeles, Chairman ........ Git SD: Birmingham, Ala. 
Inter-relations Committee .............. Wm. Browne, COMMA . ...6:c 5 caccwasacces Boston, Mass. 
Legislative Committee .............2..45. CB. Fi. Se, GE oo neck dtc cs dnceins Memphis, Tenn. 
Membership Committee ...............44 Ri. Fi SG SE ons odie na cwsies nes St. Louis, Mo. 

Pay Bill Promptly Campaign ............ Milton J. Solon, Chairman ................ Minneapolis, Minn. 
Re-Finance Committee ................. Sidney E. Blandford, Chairman ........... Boston, Mass. 

Service Department Committee .......... : 4. D. McMullen, Chairman ............... Oklahoma City, Okla. 
Special Educational Committee .......... Justin H. Edgerton, Chairman ............. New York City, N. Y. 


The Service Department Committee, acting upon 
instructions of the Board of Directors, has placed Mr. 
Sanders in the field as Field Supervisor in an effort 
to improve the service as rendered by some of the 
smaller bureaus. Mr. Sanders is now in the Pacific 


Northwest, where he will work in the States of Ore- 
gon and Washington. Subsequent assignments will be 
made by the Service Department Committee and Na- 
tional headquarters. 


Your Executive Officers will welcome any sugges- 
tions concerning additions to our service, as well as 
for the improvement of service now rendered. 

In conclusion, I desire to take this opportunity to 
assure the membership of my deep appreciation of the 
high honor which has been conferred upon me and to 
pledge my most earnest efforts and loyal service to our 
National Organization. 

James R. Hewrrt, President. 
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Business 


19 


As Viewed By a Montana Member 


T this season of the year 
A when summer vacations 

are over and the Fall 
rush is on, it is quite the natural 
thing for the bankers, the mer- 
chant, the professional man, the 
housewife, the clerk and, in fact, 
nearly everyone who has an 
earning capacity, to stop and 
take inventory; to pick up the 
ends that have become frayed 
during the play season—to be- 
gin the Fall work with renewed 
energy—to take inventory of 
himself and to formulate his 
plans for the busy Fall and Win- 
ter seasons; and for this pur- 
pose, an association of merchants 
and professional men of a small 
town of about 7,000 inhabitants 
in one of our big progressive 
and richly productive states, met 
in a local hotel one evening, not 
long ago. 

Some five or six years ago, the 
enthusiastic, energetic, active 
men of this little city felt the 
urge of co-operation, the need of 
utilizing and centralizing, at 
least, the credit end of their 
various businesses and so they 
banded themselves together in 
an endeavor to fortify them- 
selves against an experience 
with which they had previously 
had some rather unfortunate 
dealings. 

Discussing this meeting the 
following day, someone asked 
what it was all about, and the 
reply was “Business.” Then the 
question arose in at least one 
mind: “Just what is business 
and what does the word imply?” 

The word business was first 
used in Chaucer’s time to ex- 
press contempt for people who 
were useful. The word was 
then spelled busyness. In those 
lays, the big rewards were given 

» men who devoted their lives 

} conspicuous waste and leisure. 








THE CREDIT MAN’S 
SOLILQQUY 


(With the necessary apologies) 
“To sell, or not to sell?” 
That is the question. 


Whether it is better to send the 
goods, 


And take the risk of doubtful 
payment, 


Or to make sure of what is in 
possession, 


And be declining, hold them. 


To sell; to ship; perchance to 
lose,— 


Aye! there’s the rub. 

For when the goods are gone, 
What charm can win them back 
From slippery debtors? 

Will the bills be paid when due? 


Or will the time stretch out till 
the crack o’ doom? 


What of assignments? What of 
relatives? 


What of uncles, aunts and moth- 
ers-in-law? 


What of claims for borrowed 
moneys? 


What of exemptions, bills of sale 
and the compromise 


That coolly offers ten cents on the 
dollar? 


And of lawyer’s fees 


That eat up even this small pit- 
tance? 


Yet sell, we must, 

And some we'll trust, 

We seek the just; 

For wealth, we lust; 

By some we’re cussed, 

And stocks will rust, 

We skip the wust, 

Or we'd surely bust.—Anon. 








Even yet, we find, to a very 
great extent, that if you would 
go into “good society” you must 
not lift a trunk, clean your own 
store windows, carry a hoe on 
your shoulder or, yes, deal in 
credits and collections save, per- 
haps, for your very own mer 
cantile business. 

There is a common tendency 
to cling to old ways and meth 
ods. Every innovation has to 
fight for its life and every good 
thing, everything really worth 
while, has been condemned in its 
day. 

The word “education” some- 
times stands for idleness, but 1t 
means intelligent, thoughtful, 
reasonable and wise business- 
helping yourself while helping 
others. The world’s greatest 
prizes in the future will go to 
the business man. Business 
is one of the most, if not 
the very most, important things 
in the world. It is a matter of 
supplying human wants—it is a 
game and it requires consistent 
energetic attention to succeed. 
One must keep continually, per- 
sistently, at it. Rushing winds 
purify the air; running water is 
pure; and the successful man is 
the one who loses himself in per- 
sistent, useful effort. Senti- 
ment plays a pretty good sized 
part in business. Some of the 
most important factors in busi- 
ness are enthusiasm, good-cheer, 
friendship and, first, last and all 
the time, courtesy. Business 
will, in time, in a reasonably 
short time too, do away with 
graft and begging, for business 
aims to render life safe and 
secure. 

Credit is a profession—it is a 
science. The statement “An ac- 
count well opened is 99% col- 
lected” still holds. The retailer 


Turn to page 31, please 
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TEN COMMANDMENTS OF 
MERCHANDISING 


I. Thou shalt charge interest on 
the net amount of thy total invest 
ment at the beginning of thy busi- 
ness year, exclusive of real estate. 

II. Thou shalt charge rental on 
all real estate of buildings owned 
by thee and used in thy business at 
a rate equal to that which thou 
wouldst receive if renting or leas- 
ing it to thy neighbor. 

III. Thou shalt charge, in addi- 
tion to what thou payest for hired 
help, an amount equal to what thine 
own services would be worth to 
others; also treat in like manner 
the services of any member of thy 
family employed in the business nut 
on thy regular payroll. 

IV. Thou shalt charge deprecia- 
tion on all goods carried over on 
which thou mayest be counseled tu 
make a less price because of change 
of style, damage or any other 
cause. 

V. Thou shalt charge deprecia- 
tion on buildings, tools, fixtures, o: 
anything else suffering from age or 
wear and tear. 

VI. Thou shalt charge all fixed 
expense, such as taxes, insurance 
water, lights, fuel, etc. 

VII. Thou shalt charge all inci- 
dental expense, such as drayage, 
postage, office supplies, livery or 
expense of horses and wagons, tel- 
egrams and ’phones, advertising. 
canvassing, alms given, subscrip 
tions paid, etc. 

VIII. Thou shalt charge losses 
of every character, including goods 
stolen or sent out and not charged 
—allowances made customers, bad 
debts, collection expense, and any 
other expense that is not enumer- 
ated above. 

IX. Thou shalt, when thou hast 
ascertained what the sum of all the 
foregoing items amounts to, prove 
it by thy books, and thou wilt have 
thy total expense for the year; then 
divide this figure by the total of 





Flashes 


From the National Office 


thy sales, and it will show the per 
cent which it has cost thee to do 
business. Take this per cent, ana 
deduct it from the price of any 
article thou hast sold; then subtract 
from the remainder what it costs 
thee (invoice price and freight), 
and the result will show thy net 
profit or loss on the article. 

X. Thou shalt go over the sell- 
ing prices of the various articles 
thou handlest, and see how thy 
profits stand; thou mayest then get 
busy in putting the selling figures 
on a profitable thinking basis, and 
hold confab with thy competitor 
as well. 


NATIONAL RETAIL CREDIT 
ASSOCIATION FINANCE 
COMMITTEE MEET 
The Finance Committee of the 

National Retail Credit Association 

met in New York August 18th and 

19th to draft a Budget for this 
activities. Those present 
were Sidney E. Blandford, Boston, 

Chairman, and Giles C. Driver, 

Cleveland, members of the Com- 

mittee, and President J. R. Hewitt, 

Baltimore, and D. J. Woodlock, 

Manager-Treasurer of the National 

Retail Credit Association. 


year’s 





NATIONAL OFFICERS OF 
RETAIL AND WHOLESALE 
ASSOCIATION MEET 
IN NEW YORK 
On August 18 ,1928, Mr. William 

Browne, Credit Manager of C. F. 

Hovey Company, Boston, Chair- 

man of the Interrelations Commit- 

tee of the N. R. C. A., accompa- 
nied by President J. R. Hewitt, 

Manager-Treasurer Woodlock and 

Finance Chairman S. E. Blandford, 

visited the offices of the National 

Association of Credit Men (Whole- 

sale) in New York and spent sev- 

eral hours in conference with Mr. 

Stephen I. Miller, Executive Man- 

ager and Secretary-Treasurer of 

that organization. Mr. Rodman I. 


Gilder, Editor of the Credit Month- 
ly, and other members of the of- 
ficial family of the wholesalers 
were also present. 

It was indicated the most cordial 
feeling of fraternity existed be- 
tween the two organizations and 
plans were made to co-operate to 
the greatest extent on all matters 
of mutual interest along educa- 
tional, legislation and_ research 
lines. 





DIRECTOR MARTIN 
MAKES CHANGE 
Charles J. Martin, for several 
years Credit Manager of Charles 
E. Lynch, Springfield, Massachus- 
etts, and a Director of the Na- 
tional Retail Credit Association, 
has accepted the position of Credit 
Manager of Gimbel’s, Inc., 1346 
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possible if sent to 
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RETAIL ACCOUNTS. 


The benefits accruing in placing 
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Main St., Springfield, Massachus- 
etts. 

Mr. Martin is one of the out- 
standing Retail Credit Grantors of 
New England and has worked tire- 
lessly in the interest of Community 
Credit Policy and Standardized 
Methods. 


RETAIL CREDIT ASSOCIA- 
TION OF SAN FRANCISCO 
OPENS NEW OFFICES 
The Retailers Credit Association 

of San Francisco has grown so 

rapidly within the past two years, it 
now claims to have one of the fin- 
est Retail Credit Bureaus in the 

United States, having leased over 

7,000 square feet of space, the two 

entire top floors of a building lo- 

cated at 15 Stockton Street, and 
which will hereafter be known as 
the Retailers Building, the only in- 
stance in the country where an of- 
fice building is named for the local 

Retailers Association. 

The entire top floor will be used 
for the Reporting Department and 
Executive Offices, while the Ad- 
justment and Protection Depart- 
ment will be on the floor below. 

Reginald §$. Martin, Managing 
Director of the Association; C. C. 
Chapman, Manager of the Report- 
ing Department, and Lewis P. 
White, Manager of the Adjustment 
Department, are responsible for the 
wonderful progress made, and the 
spirit of co-operation among the 
members. 


In preparing copy for the Au- 
gust issue of the Creprt Wor tp, 
we purposely made a grammatical 
error in the headline of the cover 
article reading “Swapping Dollars 
Don’t Pay.” This was done to 
learn how many members really 
read the Crepit Wortp as they 
should. 

Not one comment was received 
from a member, but the daughters 
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of the Editor, aged 15 and 13, gave 
him a severe calling down. 

We thank you for your charity, 
and promise not to try a stunt of 
this kind again. D. J. W. 


THE MAY COMPANY 
ORGANIZATION 

The May Company is recognized 
as one of the greatest retail selling 
organizations in the world. With 
headquarters in St. Louis, this 
firm now operates six great stores, 
located in Cleveland, Denver, Bal- 
timore, Los Angeles, Akron, Ohio, 
and St. Louis. 

A unique feature of the Conven- 
tion of the N. R. C. A. at Kansas 
City in June was a “May Company 
Group,” the Credit Manager of 
each of these stores being present. 
We understand this was because of 
instructions issued from the execu- 
tive office of this company. 

It is evident that one of the rea- 
sons for the progress and greatness 
of the May Company is its interest 
in credit development and protec- 
tion, through an exchange of ideas 
in the National Association, which 
it has consistently supported since 
its inception. All of the May Com- 
pany credit managers have been 
leaders in our Association activi- 
ties for years. 


SECRETARY HULSE MOVES 
TO ST. LOUIS 

National Secretary Guy H. 
Hulse, who this year will remain 
in the National Office, has moved 
his family from Marion, Ohio, to 
St. Louis, so he might make up for 
the time spent away from home 
last year, when he was traveling al- 
most continuously. 


Mr. Hulse has started in on his 
new work with great energy, and 
reorganized and systematized the 
office detail so as to give the best 
possible service. 


FIELD SUPERVISOR BUSY 

Mr. A. B. Sanders, Field Super- 
visor of the N. R. C. A,, is busy 
visiting Credit Bureaus in the 
Northwest. The entire month of 
September will be spent in Oregon 
and October in Washington. Mr. 
Sanders is working with the Bu- 
reau Managers and assisting them 
to solve their problems and open 


the way for greater activities. 





Dewey George, Secretary of the 
Knoxville, Tennessee, Retail Credit 
Association, was the winner of the 
prize offered by President Meyer 
for the Local Chairman securing 
the largest number of new members 
before our Kansas City Convention. 

Through error his name was 
omitted in the list of winners pub 
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lished in the August Crepit WorLD, 
and Dewey wanted to know how 
this happened, inasmuch as he had 
already received a check for $150 
and spent it. We apologize and 
are glad to make the announcement, 
as Dewey is a hard worker for the 
National at all times. 





MICHIGAN .CREDIT MAN- 

AGERS ORGANIZE 

STATE ASSOCIATION 

The Associated Credit Managers 
of Michigan has been organized 
and will meet in conjunction with 
the Retail Credit Bureau Managers 
Association. 

Its purposes are to work for a 
better co-operation among the Bu 
reaus, to discuss credit policies, to 
support and co-operate with the 
National Association, and forward 
legislation to help the credit 
grantor. 

Mr. R. W. Bedlack, City Ice & 
Fuel Company, Flint, Michigan, 
was elected President, Miss Mau- 
deen Kizer of Battle Creek, Secre- 
tary, and W. G. England, of Battle 
Creek, Treasurer. 


FEIBLEMAN’S CLEVER 
ADVERTISING 

A cleverly written charge ac- 
count advertisement recently ap- 
peared in the advertising of Feible- 
man’s. Its appeal was built around 
a thrifty Scotchman and his wife, 
Mr. and Mrs. Donald McDonald. 

This discussion followed between 
the married couple: 

Mrs. McDonald: “I bought them 
at Feibleman’s and opened a 
charge account.” 

Mr. McDonald: “And why a 


charge account?” (now thoroughly 
aroused). 


Mrs. McDonald: “Because, dear, 
I didn’t have to carry cash or 
checks with me, for one thing; and 
for another, I can take advantage 
of special sales. I can order goods 
by mail. I can save your money. 
It’s a great comfort.” 
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These reasons for opening the ac- 
count so impressed Mr. McDonald 
that he complimented his wife on 
her business shrewdness, and to 
emphasize his satisfaction, urged 
that she visit Feibleman’s and buy 
him some shirts the store was ad- 
vertising. 





MARY’S LAMB AND 
JOHNNIE’S GOAT 
“Mary had a little lamb, 
With fleece as white as snow, 
And everywhere that Mary went, 
The lamb was sure to go.” 


Johnnie had a billy goat, 
And he was black as jet, 

And everywhere that Johnnie went, 
He followed him, you bet. 


And Mary had a splendid rep’, 
She paid her bills when due, 
And everywhere that Mary went, 
Her good name followed too. 


3ut Johnnie was a worthless cuss, 
He wouldnt’ pay a cent, 

And his deadbeat reputation 
Followed everywhere he went. 


It pays to keep your credit good, 
Against a rainy day, 

Then when you need a favor most, 
You'll not be turned away. 


There’s a Credit Association, 
In almost every place, 
And the mail, and phone and tele- 
graph 
Have eliminated space. 





AT LEAST ONE BANKRUPT 
MADE GOOD 
According to a report from the 
Little Rock Gazette, a gentleman 
by the name of Gray Carroll was 
forced to take bankruptcy in 1906 
with liabilities totalling $24,702.24. 
Since Mr. Carroll was forced 


into bankruptcy, he has since been 
more fortunate in his financial af- 
fairs, with the result that during 
1928 he paid up his entire indebt- 


edness which was wiped out by the 
bankruptcy proceedings in 1906, 
together with interest of 6 per cent 
for the entire period of time from 
1906 to 1928. 

One of Mr. Carroll’s creditors 
ably expressed the public’s opinion 
of a man who is able and honest 
enough to come back after going 
down, and we quote the paragraph 
herewith : 

“I am delighted to know of your 
prosperity. I always knew you 
were an honest man. I would not 
accept this if I thought it would 
inconvenience you, but I know that 
it is a great satisfaction to you to 
be able to do this. You are one in 
10,000. The heritage to your chil- 
dren is great and is something 
above price.” 


STRATEGY 
In dire distress, I went to hock 
At Levy’s place, an antique clock ; 
Friend Levy met me at the door, 
With that same smile, I’d seen 
before. 


Said he, “Mine frient, I giff no lie 

But money’s tight und awful high, 

But since you are mine special 
' frient, 

I’ll charge you only nine per cent. 


I signed his book; he took my clock 
And placed it safely under lock. 
Then as I pocketed the gold, 

I turned upon this Shylock bold. 


“What would your old friend, 
Moses, say,” 

Said I, “If he should look this way 

And see you eharging such high 
rates ?— 

You’d never reach the Pearly 
Gates.” 


“Oi! you should make me sad,” 
said he, 
“For ven he looks down, can’t 
you see, 
Der book is upside down und meant 
To him, not nine but six per cent?” 
—Jesse O. Bunn. 
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Washington Bulletin National Retail 
Credit Association, August 31, 1928. 


R. PRESTON SHEALEY, 


Washington Representative National Retail Credit Association 


Mention was made in the Bul- 
letin of July 31, 1928, of the in- 
auguration of a movement for a 
sales tax and as the official release 
of August 27th from the Director 
of the Budget forecasts a deficit for 
1929 of nearly $100,000,000, this 
statement is interesting in connec- 
tion with the discussion of a sales 
tax. 

When the President addressed 
the Budget Bureau June 12th, he 
had in mind an expected deficit, 
but he also indicated that this de- 
ficit might be met by reduced Gov- 
ernmental expenditures and by in- 
creased revenues, resulting from 
the operation of the new tax law. 
It should be borne in mind that the 
Treasury Department usually main- 
tains a working balance of around 
$250,000,000 and that it has the 
power as a part of its refunding 
operations, to issue short term cer- 
tificates of indebtedness from time 
to time. With these two available 
means of financing operations of 
the Government for short periods, 
no one needs to be alarmed about 
a bond issue, even though the de- 
ficit should occur, but if the Presi- 
dent’s hopes are not realized and 
the deficit actually occurs, Congress 
would probably prefer to finding 
other means of increasing the reve- 
nue, rather than authorizing a bond 
issue. It would be at this junc- 
ture that sales tax advocates would 
find an opening for their arguments 
and they may do so in any event 
if a tariff revision is undertaken. 


BANKS AND. BANKING 

(a) Call money is showing in- 
creasing signs of tightening, but 
information in Washington indi- 
cates that commercial paper, with 
a sound basis of credit, is in no 
danger of experiencing a strin- 
gency. From financial sources, it 
would appear that commercial pa- 


per is not costing more than 514% 
to 6% and that even for stock mar- 
ket purposes, while brokers are 
charging around 714% and 8% on 
customers’ balances, member banks 
of the Federal Reserve system are 
making loans on good collateral at 
lower rates. 

(b) Banking and business inter- 
ests throughout the country are re- 
ceiving some attention from the 
Interim Tax Commission with 
headquarters in St. Paul, Minn. 
This Commission is advocating a 
statute permitting states to tax na- 
tional banks upon the same basis 
as state banks and it is also direct- 
ing attention to or otherwise dis- 
cussing the defunct par collection 
agitation. 


CrepiIt SURVEY 


Envelopes addressed and cards 
filled in for the credit survey are 
now reaching the Department of 
Commerce in large quantities and 
it should be possible within a week 
or ten days for the Bureau of For- 
eign and Domestic Commerce to 
send out questionnaires. Publicity 
by the Washington office of the 
National Retail Credit Association 
is under way and will soon make 
its appearance in the daily press, 
while the Field Representative of 
the Department is expected to 
commence active work on 
the special investigations the first 
of September. This representative 
is Mr. George D. Robbins, who has 
had considerable experience in 
matters of a similar nature with 
the Census Bureau. ‘The credit 
survey, as is well known, has at- 
tracted nation-wide attention and 
from communications reaching 
Washington, it would appear that 
this survey, plus other national ac- 
tivities of the National Retail 
Credit Association, will eventually 


lead to a 100% membership in the 
National Association. 


FEDERAL Court DECISIONS 

(a) Bankruptcy—In view of the 
fact that the Bankruptcy Amenda- 
tory Bill of May 27th, 1926, re- 
duced the time within which cred- 
itors could file claims from one 
year to six months after adjudica- 
tion (see chapter 6, section 57, par- 
agraph N), it is important for the 
credit men to know that under 
some circumstances, the United 
States District Court of Maryland 
has recently decided that a claim 
can be filed. In the case in ques- 
tion, in re Atlantic Gulf and Pa- 
cific S. S. Corporation, the Stand- 
ard Oil Company had filed a peti- 
tion in a lesser period, claiming a 
lien upon certain freight money 
earned by the vessels of the bank- 
rupt, for oil furnished. The claim 
was allowed in part, but disallowed 
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Should Interest Be Charged On Past Due Accounts? 
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man nature, as long as we felt that it was not costing 
us anything, to carry this account, to allow the matter 
to drift until the debtor took a notion to pay. 

Finally, we are merchants, not bankers, so are more 
interested in a prompt turnover of accounts receivable 
than interest on past due accounts. For the money 
reinvested in our business is worth much more to us 
than interest on the account. 

Very few stores earn six per cent net on their vol- 
ume, but there is no successful merchant who does 
not make more than six per cent on his investment. 
This being true, why should he lend money invested 
in his business at six per cent especially if by so do- 
ing it increases the amount of his accounts receivable ? 

So to go on record as favoring interest charges on 
thirty days past due accounts, would, in my opinion, 
for the reasons stated, definitely slow up collections, 
and have a tendency to tear down the customer’s pres- 
ent sense of obligation as to prompt payment. 

AFFIRMATIVE 
Tuos. McCormick, Credit Manager, 
Culbertson’s, Spokane, Wash. 

Mr. McCormick: In order that there may be no 
misunderstanding on this point, I wish it distinctly 
understood that I am not offering the charging of in- 
terest on past due accounts as a solution to this ever 
present problem; but rather as an effort to place an 
item of expense where it properly belongs, namely, on 
the delinquent customer’s account. 

Profitless prosperity. How many merchants have 
had this brought home to them since the beginning of 
the year as it applied to business during the year of 
1927? This profitless condition has not been confined 
to any one locality, but has been a general condition 
prevailing throughout the country. When we find 
concerns with a volume running into several million 
dollars reporting that they are operating at an unsatis- 
factory profit, or as in some cases, at no profit, it is 
time that we looked into our own departments to ascer- 
tain whether we are operating on a fundamentally 
sound financial basis. 

Things do not just happen, and for every effect 
there is a cause. The public has formed the habit of 
paying other bills ahead of the merchant, and frankly 
speaking, I do not believe that the customers are en- 
tirely to blame. Merchants have educated the cus- 
tomer to buy on credit, and in the stress of bringing 
up large volume they have not insisted on the cus- 
tomers taking care of their obligations as promptly 
as they should. 

In the matter of volume it has been a case of day 
beat day, tomorrow bigger than today, next month 
bigger than this month and next year bigger than this 
year, regardless of whether the merchants were mak- 


ing money on this increasing volume. The merchant 
has been so fearful of hurting his customer’s feelings 
or afraid of him transferring his business to their 
competitor that he has hesitated to insist on his cus- 
tomers taking care of their obligations in a prompt 
manner. It is only natural that merchants should be 
aggressive in their desire for more volume, but surely 
no merchant, however aggressive, desires an increased 
volume at the expense of his collection turnover. 

The additional volume which the average merchant 
has been gaining the last few years has not been a 
profitable one, due to the fact that it has been gained 
only at the sacrifice of profits to which he should 
have been rightfully entitled to. In addition to this, 
it ties up additional capital which could be more profit- 
ably used to enlarge or extend profitable business in- 
stead of being used to promote the sale of merchan- 
dise for the sake of volume to be tied up in long time 
credits. 


While it is true that Culbertsons have adopted a 
definite policy concerning interest on past due ac- 
counts, at the same time this policy has just been put 
into effect May first, and as yet it is rather early to 
judge any definite results. When any corporation or 
individual takes a decided stand on any question, or 
puts into effect any policy which might be considered 
as somewhat unusual it is only natural and to be ex- 
pected that criticism will follow. The firm which I 
represent, of course, received their share of these ad- 
verse prophecies, but I am very happy to tell you these 
predictions have not been proven out. The adverse 
reaction which we had anticipated from our custom- 
ers has become very conspicuous by its absence. In 
fact, some of the comments which we have had have 
been very much in favor of our stand rather than 
complaining against it. 

Our reason for adopting this interest charge is due 
to the fact that, like many other merchants, we en- 
deavor to hold our collections to a certain fixed estab- 
lished percentage of our charge accounts, but without 
the desired results. Of course, there is the remedy 
of shutting off their credit, but this might not always 
be considered advisable, and too, the fact that some 
of the customers have traded at the store many years, 
and while slow, are considered good. Therefore, if 
these customers referred to do not pay promptly, it is 
only equitable that they should pay interest charges, 
the same as the merchant who may have to borrow 
from the bank to carry these delinquent accounts. 

A Credit Manager, in a recent issue of “Women’s 
Wear,” had an article in which he opposed the charg- 
ing of interest on past due accounts. Advancing the 
argument that any retailer insisting on an interest 
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charge would justify that account in being slow, and 
would also put the retailer in the banking business. 
Frankly, that statement does not mean anything. 
Credit carried beyond regular terms of payment is an 
accommodation to the customer which the merchant 
must pay for, and which in turn should be paid by the 
customer who is being given the accommodation. It 
does not make any difference whether it is a bank, a 
department store, a hardware store, they are in busi- 
ness with one objective, and that is, net profit at the 
end of the year. The bank loans money and the stores 
sell merchandise on which they expect a reasonable 
profit. 


The average store in arriving at a mark up to be 
placed on the merchandise does so anticipating a cus- 
tomer to liquidate his or her account within the thirty 
day basis. If these accounts are allowed to run in- 
definitely the margin of profit is reduced, and to off- 
set this the stores should protect themselves by an in- 
terest charge. 

The merchant borrows money from the bank and 
pays interest on it. The customer borrows money 
from the merchant when he does not pay his bill when 
it is due and thereby deprives the merchant of that 
money until the account is liquidated. When a mer- 
chant’s note is due at the bank it must either be paid 
or a renewal is arranged for, but the interest in either 
case is paid; and it is not a good policy that does not 
work both ways. Therefore, a customer is just as 
morally liable to the merchant for the interest on the 
past due account as the merchant is to the bank for 
the interest on his note that he is carrying to accom- 
modate the customer. 

When a merchant sells a customer an article for a 
given amount it is with the definite understanding 
that he will be paid promptly, and if the customer 
does not pay it on time he is placing an unjust burden 
on the merchant. 

If the opponents to the policy of charging interest 
are so philanthropic, I would offer a suggestion to 
them that it might be good business to offer a dis- 
count to the customer who pays his bills promptly 
within thirty days, and a further discount to the cus- 
tomer who pays cash. However, this cannot and will 
not be done, and brings us back to the point of mak- 
ing the delinquent customer pay for the accommo- 
dation. 

As we all know, a policy of retrenchment has been 
adopted generally throughout the country by business 
houses. In other words, the merchants have awak- 
ened to the fact that the matter of large volume with- 
out profit is valueless. They are going to be satisfied 
with a smaller volume that shows a margin of profit, 
and in many cases, if they cannot make profit on their 
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merchandise it will have to be made on a reduction of 
expense to conform to the volume of business done. 
No business house can afford to be in business without 
a profit. 

If we credit managers are to keep step with this 
policy of retrenchment, we must insist upon a uni- 
form liquidation of accounts receivable, and our ob- 
jective must be a reduction of capital tied up in our 
accounts receivable through the collection of these 
consistently slow accounts. Primarily, the object of 
a charge account is for the convenience of our cus- 
tomers, and it is recognized generally as a sound 
method of transacting business. But if a certain per- 
centage of the charge customers are slow in liquidat- 
ing their accounts, it amounts to nothing more or less 
than advancing the customer that much money for 
which the store is paying interest to the bank. 

One thought that I desire to leave in this article 
is that the credit man of tomorrow must have a more 
thorough knowledge of the factors of profit and loss 
in the retail business, and I believe that definite knowl- 
edge of such factors must inevitably lead to definite 
credit policies economically correct. 

However, let me again repeat, the charging of in- 
terest is offered not as a solution to this problem. The 
only solution that can be offered is a community 
credit policy and until such a policy is in effect in 
every community in the country, we will find compe- 
tition in credit terms in every conceivable manner. 


There must be a community co-operation by every 
city if we are to eliminate this competition in terms, 
and if there is to be a start made in this direction it 
must be done regardless of whether all the merchants 
in the community subscribe to the idea at once or not. 

Community credit co-operation will be a wonderful 
help for putting credit business on a sound basis, and 
will eliminate that undesirable element the “Shopper 
for Terms.” It will do more towards standardizing 
our methods of credit procedure, place the credit 
granting retailer in a better light with the public, 
and is the only means whereby the merchant can in- 
crease his percentage, and reduce the many abuses 
which the modern credit department is subject to. 

In conclusion, let me add that the successful stores 
of the future will be the survival of the fittest, due to 
conducting the same on strictly business principles. 
The time is here when we must eliminate the idea of 
opening charge accounts with just anyone with whom 
we feel we can some time collect, because the cost of 
carrying such accounts eats up all the profits in the 
transaction, rendering that account an undesirable one. 

Therefore, to get in line with the policy of re- 
trenchment let us put our departments on a sound 
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economic basis, and prove that the credit department 
is a profitable department when operated on such a 
basis. 
NEGATIVE 
H. S. Dury, Credit Manager, 
Jordan Marsh Co., Boston, Mass. 

Mr. Durty: In Boston, we do not charge interest 
on overdue, thirty day accounts. The head of our 
firm expects our Credit Department to produce new 
charge account customers and do everything we can 
to promote our good will. While the charging of in- 
terest on overdue accounts may be equitable, it is not 
conducive to the promotion of sales increase. I think 
the delinquent customer feels an obligation when it is 
necessary to defer payment of their account. 

We will all admit that it costs our respective com- 
panies considerable money each year to finance the 
purchases of this class of customers. We feel, how- 
ever, that there is little to be gained in money, and 
much to be lost in good will, which means business, 
by establishing a practice of charging interest on over- 
due accounts. In my opinion, the decision on such a 
problem depends on the one hand on the actual money 
to be gained, together with the fact that you would 
place a penalty on the delinquent, as well as educate 
the public to the necessity of paying their bills 
promptly. 

On the other hand, you create a feeling against the 
organization which causes the customer to believe that 
you are trying to make a profit out of granting a favor. 
The majority of the customers do not understand the 
real reason for the interest charge. They do not be- 
lieve that a prosperous organization finds it necessary 
to borrow capital to finance their business, and they do 
not appreciate the store’s financial problem. This is 
one of the most logical explanations to the customer 
that the credit man could advance to justify the in- 
terest charge. 

One other explanation would be that we are making 
an interest charge for use of the company’s money 
which is tied up in this account for the additional 
time. This explanation might not be effective as many 
of our customers think we make a large profit on their 
business. 

In my opinion, a much better solution of this ques- 
tion would be to establish among our community 
stores a uniform credit and collection policy. 

Again, it does not seem right to charge interest to 
a person who is in adverse circumstances, and thereby 
add to the burden. 

In my opinion, the actual amount of money gained 
after deducting the expense of computing the interest 
would be negligible. Accounts upon which interest 
would be figured must be over ninety days, as we have 


many good customers whom we would not wish to 
charge interest, who take this length of time and some 
who take more. 

No store in a competitive field would care to under- 
take this plan unless it was carried out in co-opera- 
tion with the community stores. In some instances 
we actually encourage customers to take more than 
thirty days, in order to make it more convenient for 
them to buy something which they would otherwise 
have to wait for. Many of our better class customers 
whose good will and business we value highly would 
not care to use our budget plan, and by giving them 
thirty or sixty days additional time, we get the busi- 
ness, and do not detract from the favor by charging 
interest. 

On the whole, I feel that the charging of interest 
on overdue thirty day accounts is not a good plan to 
follow, as it discourages rather than encourages 
business. 

AFFIRMATIVE 
H. F. Seumer, Manager 
Peoria Retail Merchants Assn., Peoria, III. 

Mr. SEHMER: Mr. President, ladies and gentlemen: 
This paper has been prepared through the courtesy of 
three of our large department stores, namely, Block 
and Kuhl Company, P. A. Bergner and Company, and 
Clarke and Company, who furnished the facts and 
figures quoted, and must be considered from the view- 
point of a department store and not from a Bureau 
Manager. 

There is no sound argument why a customer should 
carry an account as long as they want without paying 
interest on the use of this money. They have to pay 
the bank, why not the merchant? You pay interest 
for the money you borrow from the bank to conduct 
your business, and you pay when due or you are told 
about it. 

Why do you borrow? Because—part of this is due 
to slow and delinquent accounts. If all your accounts 
were paid by the tenth of the month following date of 
purchase, how much could you cut down on borrowed 
capital? You know. I donot. But I know it would 
be a large item. 

Another argument in favor of interest: How many 
slow accounts do you have on your books that are 
trading with your competitor, and possibly paying him 
promptly every thirty days? Why don’t they use their 
account at your place of business? Because a customer 
with a large past due account is not trading much with 
that store, she does not want to increase the size of 
the account, she does not want to meet the person who 
is bothering her for payments, she is buying in an- 
other store where there is not that feeling of credit 
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hanging over her head. 

It is hardly necessary to call your attention to the 
fact that a customer, whose accounts are paid every 
thirty days, is in a position and does buy more freely, 
while one with a large past due account is not buying 
from your store. An interest charge is one of the 
things that helps keep credit within bounds. 

One of our large department stores has been charg- 
ing and collecting interest for thirty-one years. In 
1925, this store decided to change its method of charg- 
ing interest, and adopted the plan of charging one-half 
of one per cent on all past due balances, for example: 
Merchandise bought in March is due April first. - If 
not paid during the month of April or May, interest 
is not figured until during the month of June, one- 
half per cent being charged on the May balance on 
which no substantial payment had been made during 
May. Accordingly, this interest charge does not ap- 
pear until the statement is rendered July first. 

The first interest charge is not made unless twenty- 
five cents or more, subsequert charge being made 
when ten cents or more. Interest is never charged on 
disputed accounts. ‘The other stores watched this 
very closely, and tried in every way to find the reae- 
tion, but could not find any, except one and that was 
that customers were paying this store promptly, and 
letting their accounts “ride” at the other stores, and 
even in some cases explained their delinquency through 
the fact that this other store charged them interest. 

In May and July, 1926, two more of the large stores 
adopted the same plan and agreed on the following: 
When a customer complained that she did not know 
they were charging interest—as no publicity had been 
given—they would remove this first charge, and im- 
mediately notify the other two stores that they had 
today waived interest to Mrs. Jones, such an address, 
of two dollars and forty cents; so, if she made the 
same complaint to one of the other stores, her atten- 
tion was called to this waiver made by the other store, 
who told her, at the same time, that the other two 
stores charged interest the same as they did. 

The complaints were very few, and these few were 
easily sold when explained to them why the customer 
that does not pay promptly should be charged for the 
use of this money. One of our stores has opened 
branches in two other cities in Illinois, and neither of 
these cities charged interest, but they immediately 
adopted the policy of charging interest on past due 
accounts, and it worked out very successfully. In 
fact, so well that we are informed that other stores in 
these cities are contemplating adopting the same policy. 

If your Credit Manager and assistants are sold on 
nterest, they will have no trouble selling the idea to 
the customer. But, they must be sold, themselves, be- 


fore trying to sell it to the customer. We carry on 
the Peoria Merchants’ Association Credit Application 
Blanks the following statement which is signed by the 
customer : “The above statements are true and correct, 
and are made for the purpose of obtaining credit. It 
is further agreed that settlement will be made in full 
the tenth of the following month, and legal rate of in- 
terest is to be charged on any past due balances.” 

Some of the stores are now considering charging 
one per cent per month, the same as the Government. 
We do not consider the legal angle, because if a cus- 
tomer refuses absolutely to pay the interest charge, 
it is carried as an unpaid balance, and is eventually 
charged back to interest account, and is never in- 
cluded in P. and L,., and the other stores refuse to 
open a new account until this charge is paid. This 
applies to the stores co-operating in the interest 
charge. 

One of these stores report that it costs two dollars 
and fifty cents per thousand accounts for additional 
office help, and the interest collected—not charged 
is thirty-seven dollars and fifty cents per thousand. 
Another reports three dollars per thousand accounts, 
and the interest collected—not charged—is thirty dol- 
lars per thousand. Our stores run their ledgers from 
one and one-half to three times per month. The 
oftener the ledgers are “run” the larger the percentage 
of collections and less interest is charged. 

The amount of money collected the first year of 
operation more than paid the entire cost of the Credit 
and Bookkeeping Departments. The first year is al- 
ways the largest, from the time the customer becomes 
educated to the interest charge, they start to pay more 
promply, and as a result, the amount of money col- 
lected on interest is smaller. The percentage of collec- 
tion immediately increases, where we were collecting 
around thirty to thirty-eight, we are now collecting 
around forty to forty-eight. Figure five to ten per 
cent on your collections, and that is the answer as to 
whether or not interest should be charged on past due 
accounts. You know what the sum amounts to. 

About a year ago, one of the department stores 
adopted a uniform carrying charge on all installment 
accounts, and later, after several conferences, two of 
the other department stores agreed to adopt the same 
policy, and is as follows: One-half of one per cent 
is charged for the length of time the credit is desired, 
and the carrying charge is made at the time of the 
sale, and is collected on the entire amount of the un- 
paid balance. So, while it appears on the face as six 
per cent per annum charge, it really figures up to 
about twelve per cent if the account runs over a year, 
and the monthly payments are made promptly, for 
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example: Suppose the transaction is for one hundred 
and fifty dollars, with fifty dollars paid down and ten 
monthly payments are to be made, the carrying charge 
would be one-half per cent per month, five dollars, 
making a total entry of one hundred and five dollars, 
and payments would be ten dollars and fifty cents each 
month. 
If eight months is desired carrying charge 

would be 4% 
If six months is desired carrying charge 

would be 3% 
If four months is desired carrying charge 


If full payment is made in ninety days or less no car- 
rying charge. In case ninety days, carrying 
charge is cancelled. 

All interest and carrying charges are at the same 
rate of one-half per cent per month, the difference 
being when the charge is applied. Several of our fur- 
niture stores refuse to make any carrying charge. In- 
stead they offer ten per cent discount for cash—this 
ten per cent having been added to the price. Accord- 
ingly, the customer who buys on credit is really pay- 
ing a ten per cent carrying charge, but does not 
know it. 

We have steadily increased our volume throughout 
this period of interest charging, and at no time has 
there been an unsatisfactory reaction. We have 
charged this interest long enough that the public 
knows about it, and makes no complaints, and the sell- 
ing of interest is past, as this is done at the time the 
account is opened and signed for. 

We, who are charging interest in Peoria, would 
never consider returning to the position of selling our 
merchandise on a thirty day basis, and have it paid 
back on the installment plan, or in other words, we 
would not consider conducting a banking business 
without receiving a bank’s compensation, namely, in- 
terest for use of our money for the length of time a 
customer borrows it. 

All the statements and figures given in this paper 
are not theory, but are absolute facts and figures from 
the three department stores mentioned. 

NEGATIVE 
Epw. J. Dotarp, Secretary, 
O’Connor-Moffatt Co., San Francisco, Calif. 

Mr. E. J. DoLLarp: When a decision is made on 
any important matter, we naturally make that decision 
with the object of achieving a definite result. We 
must weigh the possible good against the possible 
evil effects, and make our decision accordingly. 

To be perfectly frank about it, the question as given 
is too broad and too indefinite to warrant a definite 
sweeping decision. For example, “past due accounts” 
cover a wide field, indeed. It does not even specify 


retail credit past due accounts, and under a strict in- 
terpretation, it could be assumed to include all whole- 
sale, as well as retail accounts. Assuming that the 
question was intended to apply only to retail accounts, 
it naturally includes all those active accounts which 
theoretically become overdue after a period of thirty 
or sixty days. It also includes the remaining frac- 
tional balance of accounts on which partial payments 
are made. From this complicated class of active ac- 
counts, the range of the question covers all those ac- 
counts which are more or less inactive, and which 
customers are probably paying off in small regular or 
irregular installments. And then again, we have a 
class of quasi-wholesale accounts which are sometimes 
classified in the retail credit field. By those accounts 
I mean, for example, accounts of lumber companies 
or lumber yards with contractors and builders. It is 
quite true, that there is often a delay in paying a 
large account of this nature, and the debtor might pre- 
fer to pay a reasonable interest charge to the creditor, 
for a definite extension of time rather than raise the 
money through his banking connection. 

For the sake of argument let us overlook the in- 
definite nature of the subject under debate, and as- 
sume that the question was designed primarily to fit 
the average run of retail charge account. Charging 
interest on past due accounts could be justified only, 
for one of two reasons. First, it would indicate that 
the merchant had decided to go into the banking busi- 
ness and realize a return on the capital which he had 
virtually loaned to charge customers, beyond a definite 
period of time. The other reason justifiable for 
charging interest, would be the assumption that this 
procedure would result in inducing customers to pay 
up their accounts promptly. 

At this stage of the argument, we enter the com- 
paratively little known field of psychology, and it 
might be a good idea to call in our friends the psycho- 
analysts for a little advice. We all know that it is not 
considered good business policy to “brow beat’’ or 
“bull doze” anyone, much less charge customers. The 
old adage of “Spare the rod and spoil the child” has 
been considerably changed during the past few years. 
We may not agree, with all this modern teaching of 
allowing children to do exactly as they please, never- 
theless, we must admit that the old boogie man of fear 
of consequences, or a severe penalty for misbehavior 
is being replaced, in every walk of life by more intel- 
ligent procedure, explaining the personal advantage to 
be derived from proper conduct. In other words, this 
question largely narrows itself down to a matter of 
whether we shall penalize the customer for not doing 
a thing, or offer him a premium or inducement for 
doing that same thing. 


Turn to page 29, please 





THE CREDIT WORLD for September 





Should Interest Be Charged On Past Due Accounts? 


(Continued from page 28) 


Charging interest on past due accounts would, to 
me, seem like rubbing a little salve or liniment on the 
outside. There is, I believe, a logical combative force, 
that will appeal to the customer, and that is a reason- 
able discount for cash and for prompt payment. 

Let us look at this matter from a slightly different 
angle. Suppose we do charge interest on past due ac- 
counts, what will be the natural result? It is admit- 
ted that a very small percentage of overdue accounts 
might be paid up more promptly to avoid the interest 
charge. However, I believe I can state without suc- 
cessful contradiction, that by far a greater percentage 
of customers will take advantage of this situation. As 
long as they are being charged, or let us stretch the 
point and say, as long as they actually pay interest on 
overdue accounts many customers will feel that their 
consciences are entirely clear. They will then pay the 
Principal amount at 
their own pleasure or 
convenience, and feel 
perfectly justified in 
doing so. And why 
not? Such accounts 
become semi-business 


large percentage of accounts receivable had grown 
long whiskers of old age, would financial institutions 
consider this good liquid security on which to loan 
money ? 

In the event that we did decide to charge interest 
on overdue accounts, what would be a fair and ade- 
quate rate? So far as we know, the profit vanishing 
point, on overdue accounts has never been completely 
figured out until Mr. E. Gamlen of San Francisco 
prepared his paper on the subject. Mr. Gamlen in- 
forms us that ordinary bank interest would not begin 
to cover the loss. Assuming an account in which the 
profit vanishes at one hundred and twenty days, Mr. 
Gamlen informs us that an interest charge of six per 
cent per annum would extend the profit vanishing 
point an additional forty days, after which the ex- 
pense would go on just the same, with the result that 

it would require an 
interest charge of 
eighteen per cent per 
annum to come out 
even on the transac- 
tion. Any such ex- 
orbitant rate would 





banking transactions 
similar to interest 
bearing notes run- 
ning for indefinite 
periods of time. I 
therefore believe that 
we would have more 
overdue accounts than 
ever ; that is, more ac- 


violate the usury laws 
of every state in the 
Union, and would 
lead customers to. be- 
lieve that merchants 
had gone out of the 
merchandise business, 
and become “loan 
sharks.” 





counts running over- 
due for six months, 
one year or even two 
years. 

The question now 
arises as to what we 
should do with these 
interest bearing ac- 
counts a year old. 
Should we _ charge 
them to “Profit and 
Loss’”” or should we 
carry them as assets 
in Our accounts re- 
ceivable? If we con- 
tinue to carry them in 
our accounts receiv- 
able what would a 
bank think about the 
situation? If a check 
up were made, and it 
was found that a 








A large percentage of accounts receivable have 
grown long whiskers 


Should interest be 
charged on past due 
accounts? Absolutely, 
“No,” for the follow- 
ing reasons. 

1. Because it is di- 
rectly contrary to the 
best laws of psy- 
chology if the object 
is to stimulate prompt 
payment. 

2. Because it would 
furnish an excellent 
excuse to many cus- 
tomers for a further 
delay in paying ac- 
counts, from a busi- 
ness standpoint, as 
many would feel they 
could make more 
than the interest 
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charge by investing the funds in some other way. 

3. The percentage of chance of losing on those 
accounts would be much greater, because we know 
that investments do not always turn out satisfactorily. 

4. From a moral standpoint it would relieve the 
consciences of many creditors, regarding payment as 
long as interest was being charged, and we would 
without question develop a larger percentage of over 
due accounts. 

5. The success of a great volume of charge busi- 
ness is to keep the account as liquid as possible both 
for purposes of collection turnover, and from the 
viewpoint of the banker or financial institution. 

6. An interest charge would in many cases post- 
pone the inevitable, and cover up accounts that should 
be charged to “Profit and Loss.” It would lower the 
general tone of accounts receivable, and clutter up the 
ledgers with worthless accounts. 

7. It would cause the Collection Department to 
waste valuable time, by fooling along endeavoring to 
collect principal (and interest) for possibly a year or 
longer, when, as a matter of fact, the accounts should 
be immediately referred to the collection department 
of the Credit Association for legal action. 

8. The accounting necessary to figure monthly in- 
terest on active and inactive accounts would be appal- 
ing, to say nothing of the complaints, arguments, and 
dissatisfaction that would arise due to real or fancied 
overcharge. 

9g. Many customers would voluntarily offer to pay 
interest or give interest bearing notes to cover overdue 
accounts. We have never charged interest, and in 
the rare instances in which we have accepted notes, I 
do not recall a single case in which it was not neces- 
sary eventually to enforce payment by legal procedure. 
We gained absolutely nothing by the transaction, and 
lost six months or a year’s time before bringing the 
matter to a final conclusion. 


10. We should confine our activities to merchan- 
dising which is surely a broad enough field without 
complicating it further with what is virtually a bank- 
ing transaction. 


(The End) 


The Profit Vanishing Point 
In Accounts Receivable 


(Continued from page 9) 


Answer : $5,000.00 > 30 -- $1,250.00 == 120 days 
or four months. 


CuHart M—TuHeE ForMuULA OF THE GAMLEN METHOI 
ON A PERCENTAGE Basis 


EXAMPLE: 
Let the net profit on Accts. Rec. equal.. 4Y%2% 


Let the cost of getting the money for the 
eer rer Y2% 
Question: When will the profit vanish? 
Answer: 4% * 30 + 1%% = 90 days, or three 
months. 


Page 14 shows a Graphic Chart. The vertical line 
from A to B represents the profit on Accounts Re- 
ceivable. In this instance it is presumed to be 342% 
(See line A to B). The base line represents the number 
of days, (see line B to C) and the diagonel lines rep- 
resent different cost percentages. Thus on the long 
diagonal line we have assumed that the costs of get- 
ting in the money are one-half of one per cent. It 
will be seen that this line D cuts the base line at 210 
days (that is 3% & 30 + ¥Y% equals 210). The 4% 
cost line cuts the base line at 1574, days. The 2% 
line cuts the base line 52% days, and so on. Each 
different cost cutting base line at the exact profit van- 
ishing point. Look at line A to B again. You will 
observe four other lines running parallel to the base 
line and which cut the diagonal lines at various points. 
Thus if your net profit averages 314% and your costs 
equal one-half of one per cent of the Accounts Re- 
ceivable, one-fifth of your profit has gone in 42 days, 
three-fifths in 126 days, and so on. 


On the chart, page 15, we have assumed that your 
net profit equaled 5%. So you can see graphically 
how the profit lengthens the time it takes to eat away 
the profit. At one-half of one per cent a month it 
would take 300 days. Yet if the costs were 3% it 
would take only 50 days. 


Enough has now been shown to fully illustrate how 
the Gamlen Method works, and it is submitted in the 
hope that it may assist the merchant and the credit 
man to solve one of his problems. 





The Truth About Credit 


(Continued from page 17) 


Credit is essentially an accommodation or a con- 
The merchant who competes in credit 
terms, is wrong; he is as bad an influence as a price 
cutter. Credit to those of means is a convenience. To 
those without cash it is an accommodation. From 
those without character it should be withheld. The 
public in the long run, I believe, respects the mer- 
chant who is strict and whose terms on charge ac- 
counts have a real meaning. 


venience. 
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or professional man who takes chances—uncalculated 
—usually loses. Sometimes his guess pans out all 
right, but 10 to 1 it doesn’t—he loses. The man who 
investigates, who relies on facts—not on his own 
frail judgment, is the successful man. He is the man 
who calls the credit bureau for the facts and the 
credit business that is a credit bureau, has the facts 
or will promptly and efficiently secure them. This 
bureau makes a master card as soon as the man comes 
into the community—on this card all the facts, not 
just opinions, are placed as fast as they can be gath- 
ered. Facts, not opinions, count in a wide awake ef- 
ficient credit bureau. 

The association mentioned above has made some 
wonderful strides in the way of securing results for 
its members, through its credit bureau. Soon after its 
organization, its members, feeling the need of reach- 
ing out through the entire United States for informa- 
tion, both for enlarging their education along credit 
bureau lines that they might make for efficiency and 
because of the need in many cases, of securing infor- 
mation on debtors from all parts of the globe, took 
advantage of the opportunity of joining the National 
Association. 


This Association makes it possible for them to have - 


the hearty co-operation of some 925 credit bureaus 
with the National at the head and much of the success 
of this little bureau is attributed to the co-operation 
thus received. 

Statistics show that the retailer or professional man 
who has used the credit bureau earnestly and consist- 
ently, has diminished his losses more than 97% in a 
year. They also show. that at least 90% of the people 
who four or five years ago—yes, or even one year ago 

were rated very slow or placed on a cash basis, are 
now paying promptly—are purchasing only for which 
they can pay, are budgeting their earnings, are laying 
away a little, even a very little, regularly, for the pro- 
verbial “rainy day.” 

It has created a desire in the breast of the creditor 
for self respect and he now demands it from his fel- 
low man. 

The credit bureau has become such an important 
factor in the realm of business, today, that a man 
looking for a new location will not think of establish- 
ing a business where there is not a credit bureau 
within easy reach. 

He realizes that if there is such a bureau and he 
uses it on all applications for credit, he will not be ex- 
tending credit to those unworthy of it at the end of 
the year, he will not find his profits all on his books 
n dead accounts or on uncollectable paper. 

Yes, it does cost something to belong to such an 
association, but suppose it costs you $60.00 a year and 


the first month you have turned down two unworthy 
or even one unworthy creditor and have been able to 
collect one bad account—on which side of your ledger 
is the profit? 


Adjustment Managers Department 
(Continued from page 15) 

tion of San Francisco, Inc., and a detailed explanation 
of our office routine in handling accounts turned over 
for collection. In subsequent issues we will give you 
the forms and methods used by other Bureaus and 
we are confident that every Bureau will profit by 
some form or idea used by their fellow members. 

Following are a few of the subjects which we will 
cover in future issues of THe Crepit WorLD: 

1. Collections by Telephone? 

2. Does an Adjustment Department Pay in a 
Small Bureau? 

3. Does an Adjustment Department Pay when 
Operated in Connection with Any Bureau? 

4. Should Our Bureau Operate an Adjustment De 
partment? 

5. What Are Fair Commission Rates? 

6. What Are the Advantages of the Merchant 
Owned. Bureau Adjustment Department Over the Pri- 
vately Owned Collection Agency? 

7. What Methods Shall We Use in Securing New 
Clients ? 

8. What Are the Advantages to the Reporting De 
partment and Its Subscribers When an Adjustment 
Department is Operated in Connection with the Bu 
reau ? 

9. How Much Effort Shall We Give to Accounts 
Under $10.00? 

10. What Can Our National Association Do to 
Develop a Reliable and Efficient List of Forwarders 
to Whom We Can Send Accounts Outside of Our 
Own Territory? 

11. At What Stage in Our Collection Work Is It 
Advisable to Take Legal Action? 

12. Shall We Insist, In All Cases, that Clients Ad 
vance Court Costs? 

There are many other questions which we can profit 
ably take up through this Department and the above 
are given only as suggestions. Help us to make an 
outstanding success of all Adjustment Departments 
by lending us your full co-operation. For the purpose 
of saving time in transmittal of ideas and suggestions 
it is requested that all communications .pertaining to 
this Department be mailed to Lewis P. White, care 
Retailers Credit Association, Golden Gate Building, 
San Francisco, California, mailing a copy of your let- 
ter to Mr. David J. Woodlock, St. Louis. 
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The charge business is centuries 
old. It came into the world when 
man trusted man, and that is long 
ago. Its technique has much im- 
proved, of its psychology we have 
more modern conceptions, but we 
are certain that its essential char- 
acter is unchanged. Because of 
that character, I feel that interest 
should not be charged on overdue 
accounts, because the merchant is 
not a banker and he should stand 
solidly behind his terms. Cash dis- 
counts for those who pay promptly 
would constitute a premium for 
doing what is but natural and ex- 
It might lead to a two 
price policy under one roof for the 
same article. I may err but I be- 
lieve that it will never be applied 
successfully. 


pected. 


A great blow to the credit open 
book account has been the buying 
on the installment plan because it 
taught the people not to pay their 
charge accounts in full as they be- 
came due. However, even now 
there are indications that the pub- 
lic are already beginning to realize 
that open book accounts must be 
paid regularly and not on a part 
payment basis. When we can let 
the public know that for its own 
protection it should be prompt pay, 
that such a procedure is for the 
moral good, then I say that we 
have gained a great deal. 

Credit as it affects the buying 
public has more than an economic 
It has also a moral side. 
Credit men who think much of 
their chosen profession might pon- 
der the moral problem somewhat, 
for the good of their employers 
and for the good of their cus- 


side. 


tomers. 

Washington Bulletin 
(Continued from page 23) 
This claim 
came under the act as it existed be- 
fore amendment, and the District 
Court decided that the filing of the 
petition was in such form that even 
though the one year period had ex- 


as to another portion. 





pired, the petitioning creditor 
could file an amended claim for 
the unsecured balance. It would 
appear, however, that there must be 
something filed within the statutory 
period “which is sufficient to show 
the existence, nature and amount 
of the claim, etc.” 

(b) Credit Bureaus — In re 
Cravens vs. Credit Men’s Associa- 
tion. Managers of Credit Bureaus 
will do well to read the decision of 
the United States District Court of 
Tennessee in the case of Cravens 
vs. Retail Credit Men’s Association. 
The plaintiff claimed that the Re- 
tail Credit Men’s Bureau of Chat- 





THE WORLD SERIES 


We recall two years ago we were 
A ith 


ped wi eq from members 
for tickets to the World Series Games, 
and were unable to supply many of 
those who applied. 

Should the Cardinals win the Na- 
tional League Championship, and some 
of the World Series games be played 
in St. Louis, we will be pleased to 
look after the securing of tickets for 
our members, if they will wire us 
just as soon as announcement has 
been made. 

National Retail Credit Assn., 
St. Louis, Mo. 














tanooga had violated the copyright 
law in that it had published as a 
part of its information to members, 
a list of bankrupts obtained from a 
book published by the plaintiff. The 
Bureau denied “that any such 
thing was done,” and in fact indi- 
cated that a star placed opposite 
names in their list did “not neces- 
sarily mean bankruptcy, but that it 
indicates ‘special information.’ ” 
The court thought otherwise, how- 
ever, and allowed the plaintiff a 
judgment of $750 and costs. The 
decision of the court is a rather 
lengthy one and for this reason can- 
not be quoted in extenso within 
the limits of this bulletin, but from 
the standpoint of a manager of a 
credit bureau, it is important and 
should be read. The court cites in 
its opinion another interesting case, 
that of Dun vs. Lumbermen’s 
Credit Association, 209 United 
States, 20. 

FEDERAL, TRADE COMMISSION 

(a) Shirts—The widespread use 
of broadcloth for shirts and other 


articles of clothing, makes the re- 
sult of a recent case, in which the 
Federal Trade Commission found 
misrepresentation, of interest. 

“Misrepresentation by a com- 
pany selling and distributing shirts 
that some of its shirts were import- 
ed from England, that some were 
made of English broadcloth, some 
of silk and others of French flan- 
nel, will be discontinued, according 
to terms of a stipulation agreement 
between the shirt company and the 
Federal Trade Commission. The 
material described as English 
broadcloth was manufactured of 
domestic goods in the United 
States, the so-called silk shirts 
were not made wholly of silk and 
the shirts designated as flannel 
were not made wholly of wool.” 

(b) Circuit Court Appeals De- 
cision—This subject of deceptive 
advertising was the subject of a re- 
cent decision by the U. S. Circuit 
Court of Appeals for the Second 
Circuit (New York City). The 
Court in this decision said, “it was 
not necessary for the Commission 
to establish intent to deceive the 
purchasing public. For the test 
of unfair competition was whether 
the natural and probable result of 
the use by the petitioner of such 
woods was deceptive to the or- 
dinary purchaser and made him 
purchase that which he did not in- 
tend to buy.” 


Classified Column 
WANTED 
CREDIT AND COLLECTION 
MANAGER 

Modern Men’s and Boys’ Clothing 
Store, located in Southern City, 85,000 
population, offers a splendid opportunity 
to an experienced young man, thoroughly 
versed in Accounting and Office manage- 
ment. Give full particulars regarding 
your ability, and references as to your 
work, personality and character. State 
age, whether married or single, and sal- 
ary desired. Also send photo which will 
be returned. Correspondence confiden- 
tial. Address Box L. S., care Credit 
World. 

POSITION WANTED 

Credit and collection executive desires 
connection as manager of Retail Mer- 
chant’s owned Exchange. Age 34. 
Twelve years organization experience. 
Highest references. Reply Box S, care 
Credit World. 








